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EDITORIAL COMMENT 


N this issue of THe BANKERS Maca- 
ZINE will be found an interesting 
article by Dr. Francis B. Sayre, As- 

sistant Secretary of State, in which is 
discussed “The Objectives of the Trade 
Agreements Program,” whose provisions 
are being carried out under the able 
direction of the Secretary of State, Hon. 
Cordell Hull. 

How this policy of reciprocal inter- 
national trade is regarded by one of the 
country’s leading bankers, may be seen 
from the following extracts from a re- 
cent address by Winthrop W. Aldrich, 
chairman, board of directors of the 
Chase National Bank of New York. Mr. 
Aldrich was speaking at the annual din- 
ner meeting of the American Section of 
the International Chamber of Com- 
merce, and he had the following to say 
on “The Reciprocal Trade Policy”: 


It gives me particular pleasure to have 
the opportunity of addressing the Inter- 
national Chamber of Commerce tonight, be- 
cause as I understand it the primary func- 
tion of the International Chamber is to 
encourage and foster foreign trade. And, 
as I have said many times recently, I be- 
lieve that the re-establishment of our for- 
eign trade if it could be accomplished 
would do more than any other single thing 
toward restoring the balance of our eco- 
nomic life. In saying this I do not mean 
to minimize the importance of our internal 
trade. Indeed, it is impossible in the last 
analysis to separate the foreign and _ in- 
ternal trade from each other in considering 
what can be done to ameliorate the existing 
economic situation. 

_ As far as our foreign trade is concerned, 
it seems to me that the President’s pro- 
gram of reciprocal tariff reduction be- 
ing carried forward by Secretary Hull is 
of the first importance. Adequately ac- 
complished, this program will restore eco- 
nomic balance between particular industries 
and between agriculture on the one hand 
and manufacturing on the other. It will 
make unnecessary the continued regimenta- 
tion of agriculture and the proposed fur- 
ther regimentation of industry and labor, 
designed to meet the problem of a large 
body of displaced agricultural labor (par- 
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ticularly in the South) which is seeking 
employment at low wages in manufactur- 
ing. The restoration of balance among our 
industries and between agriculture and 
manufacturing and the protection of our 
economic freedom would constitute one of 
the greatest contributions to sound pros- 
perity which could be made. This program 
will, moreover, contribute largely to the 
prosperity of the other nations of the world, 
and with improvement in the economic con- 
dition of foreign nations our own markets 
will be broadened and our own industrial 
life strengthened and made more secure. 

In addition to this, the adequate restora- 
tion of international trade through the 
carrying out of the program of reciprocal 
tariff reduction would relieve the existing 
pressure on government finances in virtually 
every country in the world. Men who were 
formerly engaged in producing for the ex- 
port market are either being supported in 
idleness out of the public treasury or have 
been set to work at government expense 
en public works. In Italy and Germany 
these men have also been set to work at 
high cost to produce substitutes for goods 
formerly imported from abroad, Finally, 
as a result of international illwill, to which 
the strangulation of foreign trade has been 
a great contributor, in many countries, in- 
cluding our own, there has been a great 
increase in national armament. All of these 
things have meant greatly increased pub- 
lic expenditure and public debt. The suc- 
cessful carrying through of our reciprocal 
tariff program, which would set the work- 
ers of the world at work in their old occu- 
pations, with the workers in one country 
producing goods to be exchanged for the 
products of the workers in other countries, 
would greatly relieve the pressure on public 
credit and taxpayers in every country, and 
would contribute greatly to the cause of 
peace. 

But I am sure that it is not necessary 
for me to argue before this audience that 
Secretary Hull’s program ‘is worthy of 


support. 


- Much has been said respecting the 
small percentage of our foreign trade 
in relation to the internal trade of the 


country. But while it may be, as re- 
spects the total, only 10 per cent. or 
less, with some leading. products it 
reaches 50 per cent., and the large 
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share of these products exported has an 
important relation to others where the 
percentage of exports is much lower. 
And even as to the 10 per cent. of our 
exports, though small and apparently 
unimportant, it may represent a surplus 
whose marketing may be more or less 
decisive of the profit on the entire out- 
put. 


THe Bankers MaGaZInE, in directing 
attention to international trade, does so 
in the profound belief that our own 
country, and the world at large, would 
gain immensely by thinking less of war 
and more of the exchange of goods. 


© 


MORE LIBERAL LENDING BY THE 
BANKS 


WHILE the assertion that the banks 

are more or less niggardly in 
their lending policies is not new, it has 
gained fresh interest from some recent 
discussion of the subject. It should 
prove of interest—possibly of profit— 
to the banks to give consideration to the 
criticisms directed against them on this 
score. 


Many bankers were surprised, and 
perhaps shocked, by what was said by 
Jesse H. Jones, chairman of the board 
of the Reconstruction Finance Corpora- 
tion, in an address which he made at 
the annual meeting of the Chamber of 
Commerce of the United States, held at 
Washington in May. 


Almost at the beginning of his ad- 
dress, Mr. Jones said: 


There is a widespread feeling that credit 
is not readily available at banks on the 
character of security that many businesses 
have to offer, security that, in the opinion 
of the borrower, would furnish full pro- 
tection for the lending bank. 

I do not lay the responsibility for this 
feeling entirely to bank management, though 
I am firmly of the opinion that banks gen- 
erally have not been particularly wise or 
energetic in meeting the credit needs of the 
country. Otherwise we would not have the 
great number of credit companies, factor- 
ing companies, finance companies, private 
and governmental. Upon the whole, the 
banker has not kept pace with changing 
credit requirements. This is probably due 
in part to bank supervision, these author- 
ities operating largely as they have always 
operated, and without recognizing the neces- 
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sity for longer time bank credit of a dif- 
ferent character, have discouraged the 
banks. 


From a practical viewpoint, the only 
thing that should concern the bankers 
with respect to the growth of these out- 
side lending institutions, is whether any 
of them are rendering services that 
might safely and profitably be rendered 
by the banks. Obviously, some of these 
organizations are engaging in business 
outside the realm of banking, but some 
of them may be poaching on banking 
preserves. 

Have the banks failed, as Mr. 
Jones asserted, in being “particularly 
wise or energetic in meeting the credit 
needs of the country?” And has this 
failure, if real, been due to the require- 
ments as to safety and liquidity in- 
sisted on by the supervising authorities 
of the banks? 

It is proposed here to discuss the first 
question only, though fully recognizing 
the importance of the second, for it is 
clear that banks cannot make loans that 
bank examiners will not approve. 

Near the close of the address of Mr. 


Jones, he recited the following lending 
experience of the Reconstruction Fi- 
nance Corporation: 


In suggesting that banks make time loans, 
industrial loans, real estate loans, etc., I 
am fortified by the experience of the RFC. 
Our loans generally have been of a character 
and frequently on security that banks re- 
fuse to make. Yet in six years we have 
authorized more than nine billion dollars 
in loans, not counting advances to other 
governmental agencies. $1,782,000,000 of 
this was cancelled, the borrowers finding 
they did not need the money or that they 
could get it elsewhere. Several hundred 
million dollars is still available to the bor- 
rowers. Our actual disbursements have 
been $6,918,000,000, repayments $5,044,000,~ 
000, 73 per cent., and we expect to make 
no ultimate net loss. We believe our earn- 
ings will cover such individual losses as will 
necessarily occur in so large an operation. 


From this experience, it would ap- 
pear that these loans were sound, but 
it may be quite plausibly urged that 
they were not sufficiently liquid to meet 
the requirements of the banks with a 
large volume of deposits payable on 
demand. 

Mindful of the great and sudden de- 
mands made on them in times of panic, 
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“the craze for liquidity,” as some bank- 
ers have called it, is readily understood. 
In the face of such demands, banks 
must either pay or be closed. 

But it may be that, with deposit in- 
surance, runs on banks are less likely 
to occur in the future. And, again, 
since the Federal Reserve Board has in- 
dicated that practically any good secu- 
rity would serve as a basis of loans to 
member banks by the Federal Reserve, 
the banks have available a large source 
of help in meeting unusual demands. 
They are quite logical, however, in tak- 
ing the position that they do not wish 
to borrow. And, as was recently said 
by J. M. Hellings, vice-president of the 
Inter-State National Bank of Kansas 
City, “liberal classification of paper 
eligible for discount at Federal Reserve 
banks is not conducive to safety and 
further ease and confidence in bank- 
ing.” 

It is only just to Mr. Jones to record 
the fact “that in the address mentioned, 
he declared that he did “not want the 
banks to make unsound loans, either 
for themselves or for the Reconstruction 
Finance Corporation.” No argument 
ought to be necessary to show that the 
banks, in making loans, are in a posi- 
tion quite different from that of the 
organization over which Mr. Jones pre- 
sides. 

In a more recent address, the Acting 


Comptroller of the Currency has urged’ 


the banks to be more liberal in meeting 
the calls of borrowers, although he did 
not advocate any relaxation of the rules 
made by bank examiners in valuing in- 
vestments. 

That there exists a widespread belief 
that the banks are not adequately meet- 
ing the sound requirements of borrow- 
ers is evident enough. One organization 
has prepared a bill to meet this alleged 
deficiency in the country’s banking sys- 
tem. 

In a letter to the New York Times, 
under date of May 7, Arthur Koerner 
writes: “Perhaps the banking situation 
needs reorganization, perhaps it needs 
new blood. One thing certain is that 
at present it is not functioning.” 

To the extent that this charge against 
the banks is valid, may it not be due 
to reasons far deeper than those indi- 
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cated? Think of the disturbing things 
that have happened, and with the end 
not in sight. Nothing would be gained 
by recounting them. They are known 
to all. If banks are not now function- 
ing as they should, they will do so when 
the hindrances to their free operations 
are removed, and the basis for confi- 
dence again restored. 


GOVERNMENT CREDIT HIGHER 
THAN EVER—WHY? 


APPEARING recently before the Sen- 

ate Finance Committee, Secretary 
of the Treasury Morgenthau is reported 
as having said that “the credit of the 
Government is as high or higher than 
it has ever been.” The Secretary’s 
statement was based on the fact that the 
Government for some time has been 
able to borrow “at a lower interest rate 
than any other government in the 
world.” This of itself might not be 
conclusive, for it might simply indicate 
that the credit of all other governments 
was low while that of the United States 
was high; but this is not quite in ac- 
cord with the facts. 

There is not the slightest disposition 
in what will be said to dispute Secre- 
tary Morgenthau’s statement, or to say 
anything in the least derogatory to the 
credit of the United States, but it may 
be of interest to try to discover the rea- 
sons why the credit of the Government 
remains so good. 

Some of these reasons are not far to 
seek. This country is vast in extent, 
resources and productive wealth. Its 
taxing power is enormous. And, at 
least until recently, the credit of the 
United States has been upheld by the 
scrupulous regard of the Government 
for its obligations. (Later an explana- 
tion will be offered for the qualifying 
clause, “at least until recently.”) It 
is believed to be historically correct to 
say that, since the ratification of the 
Constitution, the United States has 
never defaulted on any of its securities. 
The greenbacks, issued during the Civil 
War, were a forced loan without in- 
terest; but, as soon as circumstances 
permitted, they were made redeemable 
in gold. 
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One reason why there is so large a 
demand for bonds and notes of the 
United States is because the offerings of 
other securities are so scanty. It is 
merely an illustration of the law of 
supply and demand. Banks continue 
to buy United States obligations be- 
‘cause they have a large excess of funds 
for which the customary outlets are not 
large enough for their absorption. The 
banks also invest in these securities be- 
cause they are rightly considered both 
safe and liquid. Such buying is made 
comparatively easy from the fact that 
when a bank buys United States secu- 
rities, it pays for them in the form of 
deposit credits. Against these credits 
the Treasury makes drafts, but to a con- 
siderable extent these reappear in the 
form of credits to other depositors. The 
net result of such transactions is largely 
to increase bank deposits. 


The reason that the banks apparently 
regard Government securities with so 
much favor may be, in part, due to the 
fear of just what would happen if they 
did not provide a market for them. If 
this market should be closed, two 
courses would be left open to the Gov- 
ernment: a rate high enough could be 
fixed that would attract private invest- 
ors; or, alternatively, expenditures 
could be reduced, taxes increased, and 
the budget balanced. 

In explanation of the qualifying 
clause mentioned above, reference was 
made to the attempted repudiation of 
the gold obligation: in outstanding 
bonds of the United States. The word 
“attempted” is used advisedly, for the 
Supreme Court has declared that Con- 
gress lacked the constitutional power 
to effect such repudiation. And, under 
conceivable circumstances, this decision 
may yet become of practical applica- 
tion. 

It now remains to look into some of 
the factors that, conceivably, should un- 
favorably affect the credit of the United 
States, but do not seem to do so. 

For some years, with rather brief and 
fitful seasons of improvement; the eco- 
nomic situation of the country has been 
depressed, and the attempts to provide 
a reasonably permanent improvement 
have failed. 
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The budget remains unbalanced, and 
the public debt is at record figures. 

Expenditures, largely met by borrow- 
ing, continue at a rate that in other 
times would have been considered as 
alarming. 

Looking at the debtor’s balance-sheet, 
the debt statement of the United States, 
not much is found of an encouraging 
nature. At the beginning of the present 
year, the net debt was $35,061,039,660. 
There were, in addition, contingent lia- 
bilities of upwards of $4,600,000,000, 
but these were largely covered by off- 
setting assets. It is to be noted, also, 
that the figures of the net debt had not 
been reduced by the deduction of ob- 
ligations of foreign governments and 
other investments. As to the obliga- 
tions of foreign governments, amount- 
ing at the date named to $12,017,004,- 
284, the prospect of immediate or future 
recovery, with two or three minor ex- 
ceptions, is not hopeful. 

The credit of the United States is 
high, and it is hoped that it may long 
continue in this favorable situation. 


But, in view of the fiscal position, it is 
not quite clear why the Treasury is able 


to borrow billions upon billions at a 
rate that is almost nominal. Perhaps 
the Government has had at its command 
facilities which it has utilized for creat- 
ing “easy” money, and this in part may 
be the explanation why its credit is so 
high in the face of some weighty con- 
tradictory factors. 
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WHAT IS MONEY? 
DDED to the discomfort which an 


impending hot season may bring, 
must now be included a discussion of 
the ancient question, “What is money?” 
In an article appearing in the May 
issue of THe BANKERS Macazine, Har- 
vey S. Chase puts this question, although 
he does not seek so much to answer it 
as to establish the fact that bank de- 
posits are not money. He brings forth 
a number of strong arguments, not only 
to prove his contention, but also to 
show what bank deposits really are. 
Students of monetary history tell us 
that at various periods in the world’s 
existence various commodities have 


THE BANKERS MAGAZINE for July, 1938 


~*~ 





Rorary’s motto, “He 


profits most who serves best”, 


is sound business philosophy. 


It is a maxim that applies with 
particular force to an _ institu- 
tion like this, which specializes 
in facilities adapted to the diver- 
sified needs of a wide circle of 
correspondents, and which oper- 


ate to our mutual advantage. 


A bank best serves itself by serv- 


ing other banks well. 
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PHILADELPHIA 
NATIONAL BANK 
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Member of Federal Deposit Insurance Corporation 
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been used as money—cattle at one time, 
iron at another. If a man owed a debt 
of a quarter, let us say, and had to lug 
a quarter of an ox to his debtor in set- 
tlement, some inconvenience would have 
followed. And perhaps the iron money 
of Lycurgus was so heavy to carry 
around, that its use was greatly dis- 
couraged, 

Except for silver dollars and the 
subsidiary pieces, coined money no 
longer exists in the United States. What 
is styled the dollar, is a certain weight 
of gold bullion of a specified fineness. 
The paper currency is not redeemable 
in gold coin. For specified purposes, 
it may be exchanged for gold bullion. 
Practically, except for foreign remit- 
tances, the paper currency is irredeem- 
able. There was a time when it was 
believed that gold redemption, in coin, 
was an essential quality of a sound 
paper currency. But today, with this 
redemption no longer in force, the 
paper currency of the United States re- 
tains a high purchasing power. One 
reason for this is that there are limita- 
tions on the amount of currency that 
may be issued. Except for the silver 
certificates, fresh additions to our vol- 
ume of paper currency are made by 
the issue of Federal Reserve notes, and 
their issue is, at least, partially re- 
stricted by law. Should all restrictions 
against the issue of paper currency be 
removed; if, for example, greenbacks 
should have been issued to meet the 
enormous increase of the public debt in 
the last five years, this country would 
then have experienced a period of wild 
inflation. 

Besides a limitation on the volume 
of paper currency that may be issued, 
there is another factor tending quite 
materially to maintain faith in our cir- 
culating paper, although it is no longer 
redeemable in gold coin. It consists 
in the fact that the country has in its 
possession an enormous stock of gold; 
and although the currency is no longer 
redeemable in gold coin, the knowledge 
that we have so much of the metal of 
itself provides an assurance of the 
soundness of the currency. 

Answer to the question, “What is 
money” may not appear from the fore- 
going. Time was when monetary ex- 


perts would readily have replied to the 
question by saying it was the standard 
coin, which might be gold, silver, or 
some other metal. They would have 
regarded all forms of paper currency 
as mere representatives of money. Now, 
a disposition exists to speak of paper 
currency issued or guaranteed by gov- 
ernment as “government money.” The 
fact that our paper currency does not 
lose purchasing power, although re- 
demption in gold coin is lacking, tends 
to encourage faith in the worth of an 
irredeemable currency. But should the 
present elements of faith in the cur- 
rency be removed altogether, or greatly 
lessened, this faith might experience a 
rude shock. 


® 


THE SILENT BANKER 


RE bankers losing their powers of 

expression in speech or writing, 
never too copious? This question 
arises from the fact that in recent years 
bankers have been found far less dis- 
posed to express their views publicly 
than was the case not so long ago. An 
instance of this outside the United 
States is furnished by a recent experi- 
ence of the Bankers Magazine of Lon- 
don. That publication offered a prize 
of ten guineas for the best essay on the 
subject, “Money Market Control by 
the Central Intsitution: Its History and 
Possibilities.” Although the contest 
was well announced, and the sum offered 
as a prize quite substantial, but one 
paper was submitted in the contest. In 
commenting on this fact, and in an- 
nouncing the award, the judge of the 
contest, Mr. A. H. Gibson said: “We 
hear much about the modern mechan- 
ized bookkeeping of banks. Are we 
also experiencing a further stage of me- 
chanical brains? If so, we may before 
long expect to hear of a funeral being 
arranged for individuality.” 

This sad prospect will be left for the 
contemplation of our London banking 
friend, and further consideration di- 
rected toward the recent studied reti- 
cence of American bankers. 

Once readers of THE BANKERS Maca- 
ZINE were ready, even eager, to write 


6 THE BANKERS MAGAZINE for July, 1938 





i. &: 2 wpe >. ee Ge be oes ck ee 


for publication on almost any subject 
relating to the conduct of banking, or 
about economic matters indirectly affect- 
ing the banks. Now they seem unwill- 
ing—or are they afraid—to write for 
publication, even about measures vitally 
affecting their institutions. 

In alluding to this taciturnity of the 
bankers, it is not meant to imply that 
their silence may not rest upon de- 
fensible grounds. They may consider 
that the less they say, the better. That 
is, the temper of the times is such that 
whatever may be spoken or written in 
behalf of wise measures, will only serve 
to incite further radical agitation. But 
does not this attitude indicate a lack 
of faith in informed public opinion? 
With the indifference of the banker to 
defend his own calling, or to uphold 
principles of economics and government 
in which he believes, the demagogue 
finds his opportunity enlarged for 
stirring up hatred and prejudice and 
for propagating radical ideas of all 
sorts. 

Statements are freely made to the 
effect that the banks of the country have 
lost the confidence of the public. While 
this statement is wildly exaggerated, 
there may be enough of truth in it to 
call for its challenge by the country’s 
bankers. 

Evidence exists in many quarters of 
a strong desire on the part of bankers 
for an improvement in their public re- 
lations. And while it is conceded that 
these relations must appear in acts 
rather than in words, the impression of 
the banks gained by the people, in the 
face of unjustified attacks made on 
them for political ends, will not be 
improved but greatly harmed by the 
silence of the bankers themselves. Their 
calling is worthy. It should be fairly 
and adequately presented to the people. 

There are a few bankers who have 
the courage and ability to speak out in 
no uncertain terms against unsound 
tendencies in government, finance and 
economics. The addresses of Winthrop 
W. Aldrich, chairman of the board of 
the Chase National Bank, New York, 
have been notable for their courage, 
ability and fairness. His example 
should be more widely imitated. 
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" BUSINESS AND GOVERNMENT 
(CONSIDERING that American busi- 


ness is facing a far more socialized 
state, the magazine Fortune says: “It 
should in the future be the object of 
business, not to obstruct government, 
but to see to it that the intervening gov- 
ernment is enlightened in economic 
matters.” There is a further expression 
of opinion to the effect that, in this 
respect, business has let the New Deal 
down. But is this true? Have not 
economists, bankers and business men 
generally pointed out clearly and re- 
peatedly the mistakes that were being 
made, and indicated the proper course 
to be pursued? Has government paid 
the slightest attention to these admoni- 
tions? Does government really wish 
enlightenment in economic matters? 

Should a return of prosperity be 
brought about by an unfettered play of 
economic forces,,.or by production and 
trade functioning under freedom from 
government planning and control, the 
credit for the revival would then go to 
business, and government would be 
shorn of its laurels as the savior of the 
country. Then, like “Othello,” the 
politician would find his occupation 
gone; or, if not totally eclipsed, seri- 
ously obscured. 

There would seem to be differences 
between ‘government and business that 
can never be reconciled, so long as 
government insists on a large degree 
of planning and controlling of produc- 
tion and trade. The rightful attitude 
of government was well stated by Wal- 
ter Lippmann in his book, “The Good 
Society”: “In a free society, the state 
does hot adminster the affairs of men. 
It administers justice among men who 
conduct their own affairs.” 

For five years we have been trying 
the opposite policy, have expended 
some $20,000,000 in its pursuit, and 
with sad results sufficiently apparent. 
Yet in this, as in many other countries, 
the demand is for more planning and 
still further excursions of government 
into the control and management of 
production and trade. 

We are engaged in building a collec- 
tive state on a capitalistic foundation. 
As Lincoln said that the Union could 


not exist half slave and half free, so 
it may be said that society cannot func- 
tion half collective and half individual- 
istic. It is either one thing or the other. 
Which shall it be? Is not the true 
answer to be found in a paraphrase of 
a very illustrious saying? Render unto 
government the things that belong to 
government, and unto business the 
things that belong to business. 


© 


RESULTS OF DEPOSIT INSURANCE 


HAT payment to depositors of failed 

banks has been more promptly made, 
and in many instances depositors have 
received more, under deposit insurance 
than could have been reported before, 
are matters about which there can be 
no dispute. This could hardly have 
been otherwise, with the large funds 
contributed by the solvent banks for 
the support of their weaker brethren. 

While it is a matter of some satisfac- 
tion—at least to those who have re- 
ceived these benefits—that this improve- 
ment in bank liquidation has been 
achieved, perhaps the most notable con- 
tribution made by the Federal Deposit 
Insurance Corporation is the work it is 
doing calculated to improve the health 
of the insured banks. This policy re- 
dounds to the welfare of the Federal 
Deposit Insurance Corporation, the in- 
sured banks, and to the public at large. 
Probably it is too much to expect that 
this improvement will be carried far 
enough to render deposit insurance un- 
necessary, but it may go so far that 
calls on the insurance fund will greatly 
diminish, thus making possible a large 
reduction in the assessments now being 
contributed to the insurance fund. 

In a recent address, Chairman Crow- 
ley expressed the opinion that if the 
corporation could proceed steadily with 
its program, and if bankers would lend 
their support, and continue to improve 
the position of their own institutions, 
the corporation’s reserves would, in a 
few years, be in a position where 
a reduced annual assessment will be 
sufficient to care for current require- 
ments. 
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THE OBJECTIVES of the 
trade agreements program 


By Dr. Francis B. Sayre 
Assistant Secretary of State 


I. Reasons for the Passage of the Trade Agreements Pact 


NE of the fundamental reasons for 
the passage of the Trade Agree- 
ments Act was dire domestic 

need. Between 1929 and 1933 the 
trade highways of the world had be- 
come blocked with impassable barriers. 
During those years the value of Ameri- 
can exports fell from $5,157,000,000 
to $1,647,000,000. The resulting re- 
percussions throughout our domestic 
economy threatened disaster. 

The United States must normally sell 
abroad about three-fifths of its cotton 
crop, a fifth of its wheat, two-fifths of 
its leaf tobacco, a third of its lard, a 
third of its rice, almost half of its 
dried fruits, as well as enormous 
quantities of automobiles, agricultural 
and other machinery, typewriters, 
radios, and the like. Every loss of a 
foreign market means reduced Ameri- 
can employment, reduced domestic pur- 
chasing power, economic dislocation 
and suffering. If, for instance, the sales 
abroad of American cotton are se- 
riously curtailed, not only are cotton 
planters, pickers, ginners, and trans- 
port workers thrown out of work, but 
cotton markets at home are flooded 
with unsalable surpluses and cotton 
prices’ thus forced down to levels which 
work disaster throughout the South. 

It was indeed enlightened self-interest 
for the Nation that led Congress in 
1934 to pass the Trade Agreements Act 
for the purpose of expanding foreign 
markets for the products of the United 
States. The success of the measure 
has been very marked. Since its pas- 
sage seventeen trade agreements have 
been made with countries whose trade 
embraced about forty per cent of the 
total foreign trade of the United States. 
By means of these agreements trade 


barriers have been reduced and valu- 
able concessions obtained. We are re- 
gaining foreign markets once lost and 
are in the process of building up new 
ones. During the two-year period of 
1936-1937, in comparison with the 
preceding two-year period (1934-1935), 
the increase in United States exports 
to all trade agreement countries was 


‘“‘The trade agreements pro- 
gram is a positive program work- 
ing to restore orderly commercial 
relations in a world of restric- 
tions and discriminations. It is a 
program based upon the prin- 
ciples of liberalism and fair deal- 
ing. It represents the most sig- 
nificant effort being made by any 
nation today for the advancement 
of stable prosperity and peace.’’ 


41.9 per cent, whereas during the same 
period the increase of our exports to 
non-trade agreement countries was but 
25.9 per cent. Whether measured in 
dollars-and-cents profits to American 
producers, in increased employment for 
farmers and factory workers, or in in- 
creased payrolls and consequent higher 
domestic purchasing power, the trade 
agreements program has already con- 
tributed substantially to American eco- 
nomic recovery. 


II. The Nature of the Trade Agree- 
ments Organization 


When the Trade Agreements Act was 
passed in. 1934 the first question which 
confronted us was a very practical one: 
What was the most effectiye kind. of 
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machinery which could be devised for 
carrying out the infinitely difficult and 
complex task of negotiating trade 
agreements? 

Two alternatives presented them- 
selves. We might have gone to work 
drawing up overnight arbitrary charts 
and blueprints setting up an elaborate 
independent organization for dealing 
with foreign trade problems and for 
negotiating trade agreements. But we 
could not ignore the fact that estab- 
lished governmental agencies were al- 
ready working in the field and that 
such a course would have meant serious 
overlapping and endless confusion. 
Therefore we adopted the other alter- 
native; we built up a carefully in- 
tegrated organization among and be- 
tween the departments so as to make 
full use of the long experience, ripe 
knowledge, and tried capacity of the 
experts who for many years have been 
handling foreign trade problems. Thus, 
various interdepartmental committees 
were set up and intermeshed for han- 
dling the specific problems as _ they 
arose. 

Out of this interdepartmental _or- 


ganization has grown a spirit of close 
codperation between the various Gov- 
ernment departments and agencies—a 


spirit which is in itself somewhat 
unique and wholly refreshing. In 
place of the petty jealousies which at 
times mar the interaction of govern- 
mental agencies, there exists today a 
spirit of common enterprise in pushing 
to completion good trade agreements 
that goes far to make the work a 
success. Week after week we sit to- 
gether working out common problems 
and overcoming common difficulties. 
Through this close association of men 
from different departments has grown 
an intimate understanding which mows 
down all difficulties. Time after time 
we straighten out over the telephone 
misunderstandings which under other 
circumstances might lead to weeks of 
tortuous and embittered interdepart- 
mental correspondence. 

Another problem which we faced at 
the outset was how we could tap in a 
practical way the vast reservoir of 
facts and information possessed by men 
in the actual mills of business, so as to 


10 


make doubly sure that our negotiations 
and our agreements would rest upon 
realistic, practical foundations. To aid 
in this, the President by executive 
order created a special group, known 
as the Committee for Reciprocity In- 
formation, to serve as a constant liaison 
between Government and business in 
the work of negotiating agreements. 
Realizing that democratic administra- 
tive processes can function well only 
if there be available full information 
from interested sections of the public, 
we have constantly striven to improve 
the effectiveness of this committee, both 
in its personnel and its procedure. 

Informed members of the public, 
intimately acquainted with our foreign 
commerce and possessing a first-hand 
knowledge of trade and industrial facts, 
must bear in mind their definite civic 
responsibility to make their informa- 
tion available to us and in this way 
to help in our constant endeavor to 
bring to life the dead bones of official 
statistics. In all frankness let me say 
that time and time again we have 
secured such information only with the 
greatest difficulty. All too often briefs 
are filed and oral arguments made 
which contain little more than unsub- 
stantial forebodings of ruin if any 
reduction is made in this or that tariff 
rate. What we need are substantial 
facts, and not mere unreasoning fears. 

Unhappily, every time an important 
trade agreement is announced, reports 
are circulated that, unless sufficient 
pressure can be brought in Washington 
to defeat the Administration’s nefarious 
designs, certain duties will be dis- 
astrously cut, certain industries will 
stare ruin in the face, and untold 
thousands of American workmen will 
walk the streets. Whether circulated 
by speculators to depress prices, by 
highly paid lobbyists for selfish gain, 
or by mismanaged businesses to shift 
the blame for reduced operations to 
government, such reports, often based 
upon stark misrepresentation, gain 
wide credence and spread needless fear. 
The greatest service which business 
groups can render to themselves as well 
as to the Government is to use every 
influence to counteract such groundless 
rumors and alarms. 
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III. Generalization to Other Countries 
of Trade Agreement Concessions 


The Congress wisely wrote into the 
Trade Agreements Act a provision di- 
recting the President to extend the re- 
duced duties granted in connection with 
trade agreements to goods coming from 
other countries, and authorizing him to 
deny the benefit of such concessions to 
countries found to be discriminating 
against our trade. This policy of 
generalizing concessions has been crit- 
icized in certain quarters on the ground 
that under it foreign countries get 
something for nothing. 

Such a notion rests upon ignorance 
and misconception. Nothing could be 
further from the truth. We do not in 
fact extend trade agreement conces- 
sions to third nations for no return. 
We give such concessions to third na- 
tions only in return for their extending 
to us all the benefits of concessions 
which they have granted or may in the 
future grant to all other nations. In 
other words, we give minimum tariff 
treatment and freedom from discrimi- 
nation in return for minimum tariff 
treatment and freedom from discrimi- 
nation. To nations which fail to give 
us these we do not extend trade agree- 
ment concessions. Any other policy 
would force us to discriminate against 
nations not discriminating against us. 
In fact, equality of commercial treat- 
ment to all nations extending the same 
to us has been the fundamental corner- 
stone of American foreign commercial 
policy ever since the days of George 
Washington. 


It is a policy which under the trade 
agreements program has proved ex- 
ceedingly profitable. Under it we se- 
cure the benefit of all tariff reductions 
and trade concessions granted by trade 
agreement countries to all other na- 
tions. And, as experience has proved, 
these benefits and assured freedom from 
discrimination are of enormous value 
in dollars and cents to American trade. 
As applied to our imports the pursuit 
of this policy has affected approxi- 
mately 30 million dollars’ worth of 
trade; in return it has safeguarded and 
benefited at least 265 million dollars’ 
worth of American exports. In other 
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words, it is a 9-to-l bargain in our 
favor, figures which should make it 
obvious that the application of the 
most-favored-nation principle in con- 
nection with the trade agreements pro- 
gram has not involved any undue 
generosity on the part of the United 
States. ; 


IV. Why the Program Must Be 
Continued 


We are at present engaged in nego- 
tiating, among others, a trade agree- 
ment with the United Kingdom as well 
as a new agreement with Canada. To- 
gether the foreign trade of the United 
States and the United Kingdom ac- 
count for more than a quarter of the 
entire trade of the world. The very 
magnitude of the trade relations of the 
two countries indicates the influence 
which a satisfactory trade agreement 
between them, based on broad and 
liberal policies, may have on com- 
mercial policies throughout the world. 
When the trade agreements now in ne- 
gotiation have been voncluded we shall 
have trade agreements with countries 
accounting for almost 60 per cent of 
our total foreign trade. 

As the program continues, facilitat- 
ing further expansion of our foreign 
trade, it can hardly fail to have a 
favorable effect, among other things, 
upon the payment of debt service by 
foreigners to Americans. The Trade 
Agreements Act, of course, was enacted 
for the purpose of expanding our for- 
eign trade and was not intended to 
provide a means for the collection of 
debts owing to Americans. The regular 
payment of debt service, however, de- 
pends largely upon trade, and the 
great decline in international trade 
after 1929, by increasing the real 
burden of international indebtedness 
and by adding to the difficulty of trans- 
fer, contributed in an important degree 
to the numerous defaults which fol- 
lowed. To the extent that the trade 
agreements program succeeds in making 
possible an increase in our foreign 
trade, it may be expected to facilitate 
a resumption of, or an increase in, pay- 
ments on debts owing to Americans. 


Il 





The trade agreements program is a_ of liberalism and fair dealing. It rep- 
positive program working to restore resents the most significant single effort 
orderly commercial relations in a world being made by any nation today for 
of restrictions and discriminations. It the advancement of stable prosperity 
is a program based upon the principles and _ peace. 


The following information is published as an appropriate appendix to the interesting 
article by Dr. Sayre,—Editor. 


DEPARTMENT OF STATE, MAY 11, 1938 
Trape AGREEMENTS CALENDAR 


Preliminary Announcement That Negotiation of a Trade Agreement Is Contemplated 


Latest Date for Sub- 

mitting Suggestions 

as to Products to be 
Considered 


November 26, 1937 


Date of Preliminary 
Country Announcement 


Venezuela October 26, 1937 


Public Notice of Intention to Negotiate* 


Public Notice Latest Date for Date for Oral 
of Intention Submitting Written Presentation 
to Negotiate Statements of Views 
Country Issued 


Ecuador} April 5, 1937 
United Kingdom, Newfoundland, 
and the British Colonial Em- 


May 3, 1937 May 17, 1937 


Feb. 19, 1938 
Feb. 26, 1938} 


Mar. 12, 1938 
Feb. 9, 1938 


Jan. 8, 1938 Mar. 14, 1938 


Canada} 
Turkey+ 


Apr..4, 1938 


Jan. 12, 1938 Feb. 23, 1938 


*Public notice of intention to negotiate was issued with regard to Spain on September 17, 


1934, and with regard to Italy on January 16, 
oral hearings held. However, 


negotiations are now inactive. 


1935, and written statements were received and 
When negotiations are resumed, 


public announcement will be made, and renewed opportunity to present views will be afforded 
prior to the conclusion of an agreement. 
tPreliminary announcement that negotiation of a trade agreement was contemplated was 
made with regard to Ecuador on January 7, 1937, Turkey on Novmeber 3, 1937, the United King- 
dom on November 18, 1937, and with regard to Canada on November 19, 1937. 
tThis applies to products included in the supplementary list of January 24, 1938. : 


Country 


Cuba 

Brazil 

Belgium 

Haiti 

Sweden 

Colombia 

Canada 

Honduras 

The Netherlands, including 
Netherlands Indies, Suri- 
nam and Curacao 

Switzerland 

Nicaragua 

Guatemala 

France and its colonies, de- 
pendencies, and protec- 
torates other than Mo- 
rocco 

Finland 

Costa Rica 

El Salvador 

Czechoslovakia 


TrapE AGREEMENT SIGNED 


Signed 

August 24, 1934 
February 2, 1935 
February 27, 1935 
March 28, 1935 
May 25, 1935 
September 13, 1935 
November 15, 1935 
December 18, 1935 


Dec. 20, 1935 
January 9, 1936 
March 11, 1936 
April 24, 1936 


May 6, 1936 

May 18, 1936 
November 28, 1936 
February 19, 1937 
March 7, 1938 


Effective 


September 3, 1934 
January 1, 1936 
May 1, 1935 

June 3, 1935 
August 5, 1935 
May 20, 1936 
January 1, 1936 
March 2, 1936 


February 1, 1936 
February 15, 1936 
October 1, 1936 
June 15, 1936 


June 15, 1936 
November 2, 1936 
August 2, 1937 
May 31, 1937 
April 16, 1938 
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The official supervision of 
bank security portiolios 


By Paut M. ATKINS 


HE trend toward an increasing pro- 

portion of bonds among the assets 

of banks is a cause of perplexity on 
the part of both bankers and bank 
supervising authorities. 

The largest single group of bonds 
held by banks is made up of United 
States Government bonds and _ notes. 
The holdings of these bonds, however 
they may be regarded by bankers and 
business men, do not present any prob- 
lem to bank examiners. They are, of 
course, from the official standpoint, 
eminently suitable for bank invest- 
ment. If, however, no consideration is 
given to Government bonds, the hold- 
ings of municipal and corporate secu- 
rities are so large in volume as to create 
a problem in themselves. A hasty re- 
view of the various causes of bank diffi- 
culties during the past two decades will 
show that these types of securities have 
for many years been one of the major 
reasons for bank failures. A considera- 
tion of the relatively few bankruptcies 
since the inauguration of the Federal 
Deposit Insurance Corporation reveals 
likewise that the security holdings have 
contributed their full share to the 
losses. The situation before us is one 
of long standing. The particular form 
which the problem now takes is some- 
what different from what it was ten or 
fifteen years ago, but its essential 
nature remains the same. 


History of Security Supervision 


At the time when the national bank- 
ing system was founded, the examina- 
tion of securities held by banks was 
relatively simple. For one thing, there 
was only a limited number of different 
types of bonds and of individual issues 
available for acquisition by banks. For 
another, the resources of the banks were 
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very largely required to supply local 
needs for what is commonly considered 
bank credit—short term loans by banks 
to supplement the working capital of 
the borrowers. As it was not until the 
latter part of the last century that cor- 
porate issues of bonds became avail- 
able in appreciable quantities, it is not 
astonishing that bankers and _ bank 


‘In brief, the suggested 
method is as follows. Instead of 
having the security portfolios of 
banks passed on by the examiners 
in the field, a separate depart- 
ment for this purpose should be 
established to devote its entire 
time and thought to the examina- 
tion of securities.’’ 


supervising officials gave them compara- 
tively little consideration. In fact, even 
after the turn of the century, the de- 
mand for bank credit or commercial 
loans was so great in relation to bank 
resources, that securities still remained 
a minor outlet for bank funds. 

It is not surprising, therefore, that 
during this long period of approxi- 
mately half a century—from the time 
of the Civil War to the period of the 
World War—the procedure followed in 
examining banks—whether by national 
or state authorities—became crystallized 
in a form that left scant time and place 
to the examination of bank security 
portfolios,—the emphasis was appro- 
priately placed on the local loans and 
discounts which made up the major in- 
vestments of bank funds. Examiners 
naturally became expert in their evalua- 
tion of such credits but had little op- 
portunity in most cases to become 
familiar with bonds. 
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As a matter of fact, down to the time 
of the World War, there was only a 
relatively limited number of bond is- 
sues available for investment. Prac- 
tically all United States Government 
bonds were employed to secure circu- 
lation. Industrial bonds were not, as 
a class, considered sufficiently sound 
for a bank portfolio, real estate and 
foreign bonds were practically un- 
known, a few public utility issues were 
already established and more were re- 
ceiving consideration. Railroad bonds 
were the principal class of bonds avail- 
able, most of them were listed on the 
New York Stock Exchange and vol- 
uminous information was available re- 
garding them from the Interstate Com- 
merce Commission, and they had not 
begun to suffer from the competition 
of the automobile. They were the 
principal type of bonds held by banks. 
The examination of bank security hold- 
ings did not present serious problems 
in the decade preceding the World 
War and the methods then employed 
appeared to be adequate. 

As a result, when banks began to 
buy bonds in quantities immediately 
following the World War, neither the 
national nor state supervisory systems 
were in a position to deal satisfactorily 
with the influx of new securities. Bank 
examiners and supervisors failed, for a 
long time, to realize the seriousness of 
the problem with which they were con- 
fronted. Moreover, they were in most 
cases equipped neither by training nor 
experience for the task which they 
faced. Perhaps due to lack of knowl- 
edge of the nature of the problem, per- 
haps due to the inertia which invariably 
develops in government bureaus, per- 
haps. also because adequate funds were 
not provided so as to make possible 
needed changes, probably because of a 
combination of these and other reasons, 
examiners were not properly equipped 
for the task which was forced upon 
them. 

Whatever may have been the reasons, 
certain facts are now clearly evident. 
The methods of bank security portfolio 
examinations were not adequate as the 
number of bank failures has demon- 
strated during the last two decades. It 
was also fairly clearly established that 
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the most important single cause of these 
failures was the unsatisfactory holdings 
of bonds. 

The method of examining bank secu- 
rity portfolios which has just been de- 
scribed is still employed today with one 
important modification. On February 
15, 1936, the Comptroller of the Cur- 
rency issued the following ruling: 


The purchase of investment securities in 
which the investment characteristics are dis- 
tinctly or predominately speculative, or in- 
vestment securities of a lower designated 
standard than those which are distinctly or 
predominately speculative, is prohibited. 
The purchase of securities which are in de- 
fault, either as to principal or interest, is 
also prohibited. 

The terms employed herein may be found 
in recognized rating manuals, and where 
there is doubt as to the eligibility of a 
security for purchase, such eligibility must 
be supported by not less than two rating 
manuals, 


Dependence on Manual Ratings 


It will be noted that the choice of 
bonds by banks and their supervision 
at the hands of examiners are not ex- 
plicitly made dependent on the ratings 
given them in the investment manuals. 
Implicitly, however, it is indicated that 
bonds which have a satisfactory rating 
in at least two of such manuals are 
suitable for bank investments. As a 
matter of practice, therefore, the pur- 
chase of bonds by banks, and their ap- 
proval by examiners is predicated on 
such ratings. While the ruling was 
issued by the Comptroller of the Cur- 
rency for the control of national banks, 
it applies in practice to Federal Re- 
serve member banks and since state 
bank examining authorities tend, in 
many cases, to follow the lead of the 
Comptroller of the Currency and the 
Federal Reserve System, it is effective 
in practice in the case of practically 
all banks in the country. 

While this ruling is subject to in- 
terpretation and purports to have con- 
siderable flexibility, as a matter of fact, 
it has all the practical effects of a 
rigid order. Bank examiners still re- 
ceive no special training in prepara- 
tion for the examination of securities. 
Very few of them are experienced secu- 
rity analysts. Most of them, on the 
contrary, are ignorant in regard to the 
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characteristics which are required in a 
bond to make it suitable for purchase 
by a bank. Very few of them have 
any real appreciation of the influence 
which the needs and requirements of 
the individual bank may have on the 
selection of bonds for its portfolio. 
Hence, they usually follow the ratings 
in their examinations. 

While the form of the examination 
of bank security portfolios remains the 
same as it was one or two decades ago, 
the substance has radically changed. 
The practical, although not the theo- 
retical, responsibility is now placed on 
the organizations producing the invest- 
ment manuals which contain the rat- 
ings. This leads at once to a consid- 
eration of the merits of such ratings 
as a basis for the selection and the 
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of the manuals improve the technique 
of presenting such data. 

Much less can be said in their favor 
of the ratings contained in these 
manuals. In the first place, ratings are 
essentially an indication of the past 
position of the security rated; they are 
not a forecast of the future. The reason 
for this is obvious. The ratings are 
based on data as they become avail- 
able. These data cannot be obtained 
until after the event. Moreover, the 
publishers of the ratings are naturally 
loathe to make ratings public until they 
are certain that they conform to the 
known facts. Frequently, long before 
the ratings are changed, sufficient in- 
formation is at hand, often published 
in the current sheets of the manual, so 
that any one interested in the security 


. When banks began to buy bonds in quantities im- 


mediately following the World War, neither the national nor state 
supervisory systems were in a position to deal satisfactorily with the 


influx of new securities.” 


subsequent supervision of bonds in 
bank portfolios. 

Extended experience indicates that 
the better investment manuals present 
material of great value in judging the 
investment merits of bonds. They 
gather together a vast amount of in- 
formation, largely of a. statistical 
nature, which is needed in order to 
analyze a security. This information 
is kept up-to-date by the frequent pub- 
lication of new data as they become 
available. In fact, a subscription to 
at least one of the sets of investment 
manuals is almost indispensable for 
every bank which has bonds in its port- 
folio. These manuals are equally use- 
ful to the trust department of banks 
as an aid in controlling the securities 
in their trust funds. While these in- 
vestment manuals have attained a de- 
gree of completeness and accuracy 
which was unknown a dozen years ago, 
they are, of course, subject to improve- 
ment. This will undoubtedly come as 
corporations and municipalities publish 
more complete statistics in regard to 
their operations and as the publishers 
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in question could forecast a change 
which is not reflected in the ratings 


until much later. This is true, whether 
the change in the position of the secu- 
rity is for the better or for the worse. 


Disadvantages of Present Method 


In both cases, however, the effect 
on the bank is unfavorable. If the po- 
sition of the security is getting worse, 
and the decision as to whether it is to 
be held or not is dependent on the rat- 
ing, it is likely to happen that the bond 
will be held too long. By the time the 
rating is changed, and it is forced out 
of the portfolio, the price will have 
declined so much that the bank will 
experience an appreciable loss. Fur- 
thermore, since it is probable that a 
number of banks will hold bonds of 
the issue in question, and since all of 
them must get rid of their bonds as 
soon as the rating is changed, a con- 
certed selling of the bond issue takes 
place which still further depresses the 
price. As soon as this forced liquida- 
tion has been completed, the price is 
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likely to rebound. The banks, how- 
ever, will have been compelled to ac- 
cept unnecessarily high losses. 

When the position of the bond is im- 
proving, banks will also suffer because 
of a delay in changing the rating up- 
ward, since they are prevented from 
buying the bond while the price is still 
relatively low. 

Professor Palyi of the University of 
Chicago has made an interesting study 
of bank portfolios and the control of 
the capital market, the results of which 
were published in “The Journal of 
Business.” Referring to the lag in rat- 
ings, he writes as follows: “Checking 
back on ratings of each individual is- 
sue which defaulted in that period, one 
finds that a substantial part of them 
was rated by Moody’s as ‘eligible’-—in 
the year of the respective default. Per- 
haps the most astonishing single result 
is that 70 per cent. of the volume of 
railroad bonds which defaulted in 1924 
were rated BAA or better in the same 
year... . It is sufficient to go back 
one or two years previous to each bond 
misfortune to find that a bank, if it 
had followed the present rules of the 
Comptroller with regard to the choice 
of investments, would have been ad- 
vised to buy in the average year one- 
third or more of subsequently default- 
ing bonds. Such is the result for a 
period which was, on the whole, one 
of prosperity and credit inflation. Since 
the banks are not supposed to ‘specu- 
late’ but to ‘invest,’ they may, and often 
do, retain their purchases for a sub- 
stantial number of years. Had they 
followed the present rule, the risk of 
owning defaulting bonds would have in- 
creased rapidly with each succeeding 
year.” (Professor Palyi in _ using 
Moody’s as an example, indicates in 
the course of his article that it is simply 
as an illustration and not as an in- 
vidious comparison with other ratings.) 

Moreover, the ratings apparently 
give little consideration to either the 
maturity or marketability of a bond. 
Both of these factors have considerable 
significance in the selection of bonds 
for a bank portfolio, and yet neither, 
since they do not enter into the forma- 
tion of the rating, receive any more 


than passing consideration in the ex- 
amination of securities. 


A theoretical analysis of the use of 
bond ratings as a basis either for the 
selection of bonds for bank portfolios, 
or for the official examination of these 
portfolios indicates that the use of such 
ratings is unsound. Practical experi- 
ence since the ruling on which this 
practice was established went into effect 
tends strongly to confirm the opinion 
formed from this theoretical analysis. 


Since it is apparent that the long 
established custom of allowing bank ex- 
aminers to pass on the security port- 
folios of banks without any special 
training or assistance to equip them for 
this task, and since it is becoming 
equally apparent that providing them 
with rating manuals fails to solve the 
problem, it is pertinent to inquire if 
there is not some other means which 
may be adopted to facilitate a solution 
of this problem. It is, of course, ob- 
vious to those who have studied this 
matter, either as bankers or as mem- 
bers of official supervisory organiza- 
tions, that there is probably no perfect 
way of dealing with the question. It is 
equally obvious that any method, to be 
practical, must be worked out gradually, 
tested during the course of development 
and be sufficiently flexible to be ap- 
plicable to banks working under a wide 
variety of conditions. Experience shows 
also, in dealing with a problem of the 
complexity and constantly shifting 
character of the present one, that rigid 
rules and regulations are of little prac- 
tical benefit. The method adopted must 
be flexible and this means that the men 


who are to apply it must be men of 
sound training, broad understanding of 
the nature of the problem, of the high- 
est personal integrity and that they 
must be allowed sufficient discretion to 
permit them to deal promptly with 
changes resulting from altered economic 


and financial conditions. In other 
words, although it may be possible to 
fashion a tool which is far more effi- 
cient than any used in the past, it can- 
not take the form of an automatic ma- 
chine. To obtain satisfactory results, 
it must be placed in the hands of con- 
scientious and experienced workmen. 
The method which is proposed in the 
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following paragraphs is in accord both 
with the recent trend in governmental 
procedure and with sound business 
practice. It proposes that a specialized 
organization of experts: be set up to 
deal with the problem. At the same 
time, the change proposed appears to 
be within the authority accorded bank 
regulatory bodies by existing legisla- 
tion. The introduction of this method 
could be effected gradually leaving the 
existing procedure untouched until the 
organization proposed would be 


equipped to handle the load imposed 
on it. 

In brief, the suggested method is as 
follows. Instead of having the secu- 


the securities and reports of other bank 
data needed by the bank examination 
section of the proposed department, the 
lists and reports being sent to this de- 
partment as soon as prepared; (3) the 
bank examination section would ex- 
amine the bank portfolio in the light 
of its knowledge of securities furnished 
it by the security analysis section and 
of the position of the praticular bank 
obtained from the reports on the bank 
supplied by the examiners in the field; 
(4) the results of the examination by 
this section of the portfolio would be 
recorded in a memorandum which 
would ultimately be incorporated in the 
report on the bank examined; (5) be- 


“Bank examiners still receive no special training in preparation 


for the examination of securities. 


rienced security analysts. 


Very few of them are expe- 


Most of them, on the contrary, are ig- 


norant in regard to the charactertistics which are required in a bond 
to make it suitable for purchase by a bank.” 


rity portfolios of banks passed on by 
the examiners in the field, a separate 
department for this purpose should be 
established to devote its entire time and 
thought to the examination of securities. 
This department should be divided into 
two major sections and such service 
sections as may appear desirable. One 
of these sections should devote its at- 
tention to the analysis of securities and 
the recording of its analysis in such 
form as may be most useful to the sec- 
ond section. The other section would 
take the information so provided and 
use it in the examination of the bank 
security portfolios. The staff in the 
first section should be composed of men 
who are experts in securities; the staff 
in the second section should be made 
up of men who are experts in banking 
problems. 

With such an organization, the pro- 
cedure in examining bank security port- 
folios could be arranged as follows: 
(1) the examiner in the field would 
examine the securities to make sure that 
no fraud existed and that the securities 
reported by the’ bank were actually its 
property and under its control; (2) 
the examiners would prepare lists of 
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fore being so incorporated, however, 
this memorandum could be reviewed by 
the officials who pass on the report be- 
fore the final draft is prepared, thus 
enabling them to coérdinate the whole 
report and also be kept informed of the 
results of the work of the examining 
section. 

The first step—the verification of the 
actual existence of the securities shown 
on the books of the bank and the fact 
that they are in the control of the bank 
—would be the same as at present. The 
preparation of a list of these securities 
would not differ essentially from what 
is done under the existing system. The 
assembly of data to be sent to the new 
department would be an additional 
step. It would simply be a segregation 
of certain information already obtained 
in regard to the bank by the examiner 
in the field, information which would 
be needed to supervise intelligently the 
portfolio of securities. The prepara- 
tion of this material should not con- 
sume much time of the field examiner. 


The ‘Security Analysis Section’’ 


The organization of a security analy- 
sis section in the bank security examina- 
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tion would, of course, be entirely new. 
It should, however, provide the means 
for filling a great need. It is impos- 
sible to expect an examiner in the field 
to have a thorough knowledge of secu- 
rities of all kinds. The large banks, 
insurance companies and other financial 
organizations find it necessary to main- 
tain sizeable staffs of specialists con- 
stantly at work on the various types 
of issues, in order to have adequate in- 
formation at hand in regard to them. 
This section should be comparable to 
such departments in objectives, equip- 
ment and ability. It would draw in- 
formation from such sources as_ the 
various investment manuals and their 


of bonds. This involves a study of the 
fundamental conditions affecting the 
market as well as regular contact with 
the markets for individual issues. The 
liquidity of securities is constantly 
changing, in part because of shifts in 
the basic factors and in part because 
of changes in the particular bond and 
the interest of the market in it. 

The results of the credit and market 
analyses made by this section would 
necessarily be recorded in a manner 
which would make them readily usable 
by the examining section. Since the 
estimates of the position of a given 
bond would not be made public, this 
section would not feel compelled, as 


“A constructive examination of a bank bond portfolio involves 
not simply an analysis of the individual issues of securities con- 
tained in that portfolio, but a study of the portfolio as a whole in 
relation to the requirements and limitations of the individual bank. 
It is quite possible, therefore, for a bond to be a suitable investment 
for one bank and quite undesirable for another bank.” 


current reports, from financial papers 
and magazines, from bulletins published 
from time to time by banks and other 
financial houses. The members of its 
staff should be acquainted with men 
doing similar work, whether in official 
or non-official organizations, and ex- 
change information with them. Their 
interests are mutual and not opposed. 
If approached in the proper spirit, the 
large banks would probably be willing 
to codperate. They would like to see 
their correspondent banks in good con- 
dition since it would relieve them of 
the necessity of aiding them in emer- 
gencies. Furthermore, constructive 
criticism of banks in general by the 
examiners would reduce the calls made 
on the larger banks by the smaller 
banks for counsel and guidance in 
handling their bond portfolios. In 
short, this section should be as up-to- 
date and as well informed about the 
credit and statistical position of secu- 
rities as any organization in the 
country. 

The work of this section should go 
further and include a periodical analy- 
sis of the liquidity of the various issues 
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do the rating agencies, to wait until 
absolute assurance could be felt that 
a change had taken place. Their esti- 
mates could be altered as often as they 
felt necessary and thus kept constantly 
up-to-date. 

A constructive examination of a bank 
bond portfolio involves not simply an 
analysis of the individual issues of se- 
curities contained in that portfolio, but 
a study of the portfolio as a whole in 
relation to the requirements and limita- 
tions of the individual bank. It is quite 
possible, therefore, for a bond to be a 
suitable investment for one bank and 
quite undesirable for another bank. 
Not only do large city banks have dif- 
ferent needs and possibilities from the 
small country bank but banks of the 
same size frequently are in different 
positions. The distribution of deposits 
between time and demand deposits, the 
annual and cyclical variations in the 
volume of deposits, the distribution in 
the size of deposit accounts, the type 
of business community served are some 
of the factors which affect the selection 
of bonds for a bank portfolio. 
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In the security analysis section, the 
members of the staff should be security 
experts; they do not, however, need to 
have an intimate knowledge of banks 
and their security requirements. In the 
examining section, however, the mem- 
bers of the staff need to understand the 
problems of banking, particularly the 
problems of the banks under their 
supervision; they need some familiarity 
with securities, but they do not require 
the intimate knowledge which is essen- 
tial on the part of their colleagues in 
the other section. They should know, 
rather, how to apply the information 
prepared by the security analysis sec- 
tion to the supervision of the bonds in 
a bank portfolio. It would be desir- 
able, therefore, so to arrange the divi- 
sion of work of this section that a rela- 
tively small group of men _ would 
supervise the portfolios of a given 
group of banks. This would enable 
them to become familiar with their 
banks and so make their supervision a 
consecutive and not a disjunctive mat- 
ter. It should easily be possible to 
arrange the work of any sub-section so 
that the one man would not always 
examine the portfolio of a specific list 
of banks. A shifting of work among 
the personnel of a sub-section would 
facilitate control, provide familiarity 
on the part of several members with 
each bank, and so prevent collusion on 
the part of examiners and bank officers 
and protect the sub-section against dif- 
ficulties resulting from illness or resig- 
nation on the part of any of its members. 


Success Depends on Personnel 


It should be emphasized in closing, 
that the success of this method would 
depend largely on the calibre of the 
men who would be selected to hold the 


key positions. It is obvious that it 
would be essential to choose men of 
sound training and long experience 
with securities and banking, men of the 
highest personal integrity who would 
regard their positions as an opportunity 
for public service and not for personal 
profit. To secure such men, it would 
be necessary to pay reasonably large 
salaries and to assure the men of an 
indefinite tenure of office, subject, of 
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course, to good behavior and continued 
efficiency. It would be essential to re- 
lieve them of any pressure, whether 
from persons in the political field or 
from those interested in the underwrit- 
ing of, distribution of, and trading in 
securities. 

While much benefit can legitimately 
be hoped from the introduction of the 
suggestion offered, it should be remem- 
bered that it is not a panacea, that 
miracles cannot be expected by it, and 
above all that it is not a substitute for 
wise control of bank bond portfolios 
by bankers themselves. No method, no 
mechanism that has been or ever will 
be invented is a substitute for the use 
of intelligence. The procedure de- 
scribed in the above paragraphs would 
put a powerful and useful tool in the 
hands of examining authorities. If 
used wisely and intelligently, it should 
be a great aid to them and a benefit 
to the banking system as a whole. Other- 
wise, it would not improve the existing 
methods and conceivably might make 
matters worse. 

Bankers, whether national or state, 
in large city or small country banks, 
have a vital interest in the solution of 
the problem of how bank security port- 
folios can be best supervised. In the 
long run, they can influence materially 
the form which the solution will take. 
The method just described has been out- 
lined in the hope that it will aid bank- 
ing authorities and bankers to clarify 
their thinking on this question and that 
it will indicate a possible solution of 
benefit not only to banks and banking 
authorities, but to the public as well. 


© 
EFFECTS OF RISING PRICES 


Risinc prices provide a stimulus to 
business, the prospect of profit engen- 
dering a feeling of optimism; encourag- 
ing enterprise; and cheering the heart 
of the Chancellor of the Exchequer. But 
they bring in their train rising costs; 
press hard on those with fixed incomes 
and on certain classes of wage earners, 
and reduce the standard of living.— 
John Brunton, in London Bankers 
Magazine. 





COMMERCIAL BANKS and the 
NEW DEPRESSION 


By Dr. A. Pxitip WooLrson 


ROBABLY the most important 
| ore that is worrying the busi- 

ness man and his banker is that 
which concerns itself with the duration 
of our current business depression. The 
decided lack of confidence in business 
and investment circles as to prospects 
for a swift rebound from present de- 
cidedly subnormal conditions are of 
particular concern to the commercial 
banker. The prospect for a restoration 
of normal profitability for commercial 
bank operations becomes more and 
more distant as business continues in 
the doldrums. At the same time the 
decline in the level of securities since 
the fall of 1937 has been a matter of 
considerable concern to the commer- 
cial banker who has such securities in 
his investment portfolio, or who has out- 
standing loans collateraled by such se- 
curities. Certain it is that there is no 
group which is more interested in a 
solid business revival than the commer- 
cial banking system. It is equally true 
that the commercial banking system 
has at all times endeavored to codperate 
with the Administration in any reason- 
able measures which would aid in the 
restoration of the volume of business 
and in the return of the national in- 
come to more normal levels. 


Lending Policies of the Banks 


To the layman the commercial banks’ 
problem would not seem a difficult one. 
He would point to the very large ex- 
cess reserves of the member banking 
system aggregating over 21% billion 
dollars, which could readily form a 
base for a credit expansion of over 15 
billion dollars, and he would ask why 
the banks don’t go ahead and expand 
credit. The inference would seem to 
be that the Administration had done its 
part by permitting so large a credit 
base to be outstanding, and if the com- 


mercial banks would increase their loan 
and investment portfolios sharply the 
deflationary spiral would swiftly reverse 
itself and business recovery would be 
with us. At the same time, the com- 
mercial banks know that they are 


searching intensively for sound com- 
mercial borrowers with none too great 


*‘Certain it is that there is no 
group which is more interested in 
a solid business revival than the 
commercial banking system. It is 
equally true that the commercial 
banking system has at all times 
endeavored to co-operate with the 
Administration in any reasonable 
measures which would aid in the 
restoration of the volume of busi- 
ness and in the return of the 
national income to more normal 
levels.’’ 


a degree of success, and while anxious 
for increased income they exhibit a 
marked hesitancy in increasing that 
part of their portfolios which takes the 
form of long-term security investments. 
On the whole the current uncertainty 
of the commercial banker is in im- 
portant measure a reflection of the 
widespread uncertainty in business cir- 
cles, which in itself is a reflection of 
uneasiness attributable to the reaction 
of certain Administration measures and 
objectives upon the prospective profit- 
ability of American business. 

That certain phases of Administra- 
tion policy have induced a decided de- 
gree of pessimism among business men 
and bankers is generally realized and 
was given expression by Bernard 
Baruch in parts of his testimony before 
the Senate Committee on Unemploy- 
ment. Mr. Baruch at that time expressed 
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the sentiments of an important body of 
conservative economic opinion when he 
said: “I would be less than candid if 
I failed to express my opinion that un- 
employment is now traceable more di- 
rectly to government policy than to 
anything that business could or should 
do, and that if those policies are not 
changed neither business nor govern- 
ment can ever solve this most terrible 
of our problems.” 

It would be unfortunate, however, if 
the commercial banker should be led 
to assume that a revival in business 
must await a complete breakdown of 
the New Deal “recovery” and “reform” 
policies. It would be particularly un- 
fortunate, because the inevitable result 
would be for the commercial banking 
system to carry to an extreme such 
credit and investment policies as would 
at best provide it with a bare “sub- 
sistence level’ of earnings. The com- 
mercial banking system in the aggre- 
gate codperated so actively with the 
Administration’s monetary program in 
the 1933-36 recovery period, and con- 
tributed in no small measure to its 
success, with the result that it will be 
called upon again to do its share in 
stimulating business revival in this new 
depression. How the commercial bank- 
ing system can best make such contribu- 
tion may be seen, when due considera- 
tion is given to the part that the 
commercial banking system and _ the 
monetary management ~ authorities 
played in hastening the cyclical down- 
turn in business which became so 
marked late last year. 


It is generally recognized by most 
students of the business cycle that the 
causes of a business depression are 
usually to be found in the developments 
of the previous recovery period. Since 
monetary developments played so sig- 
nificant a part in the recovery initiated 
in 1933, it is not at all improbable that 
monetary developments may have 
played an important part in the defla- 
tion which became perceptible in Sep- 
tember, 1937. It is an open question 
whether the commercial banking sys- 
tem in its loan and investment policies 
since the summer of 1936, and the pres- 
sure by leading commercial bankers on 
the monetary management authorities 
for the application of credit controls, 
may not have contributed in important 
measure to the onset of the current de- 
pression. 


Changes in Investment Policy 


Statistics alone cannot adequately 
present the development of commercial 
bank policy. The available statistics, 
however, do seem to indicate a marked 
change in commercial bank policy in 
the summer of 1936, particularly in the 
banks in the larger centers. The ac- 
companying statistical table indicates 
the striking difference in investment 
policy in the period preceding the cur- 
rent depression, of the country banks 
and the banks in the larger centers. 

Of particular interest is this change 
in investment policy of the banks in 
the larger centers in the 1936-37 period, 
because it raises the question as to com- 


Att Memeer Banxs—Loans, Investments AND Excess Reserves’ ' 


—In millions of dollars— 


Total Loans 
Central 
Reserve 
and 
Reserve 
City 
Banks 
8,258 
8,203 
8,503 
9,282 
9,495 
9,945 
9,527 


Country 
Banks 


3,917 
3,896 
4,039 
4,078 
4,204 
4,340 
4,447 


1935 Dec. 31 
1936 Mar. 4 
June 20 
Dec. 31 
Mar. 31 
June 30 
Dec. 31 


1937 


Reserve 


Total Investments 
Central 


Excess Reserves* 
Central 
Reserve 
and 
Reserve 
City Country 
Banks Banks 
2,253 461 
2,444 559 
2,114 535 
5,747 1,438 499 
5,741 987 407 
5,794 581 298 
5,665 808 333 


and 
Reserve 
City 
Banks 
12,808 
13,200 
14,310 
13,893 
13,085 
12,660 
12,094 


Country 

Banks 
5,002 
4,989 
5,407 


*Reserve requirements increased Aug. 16, 1936; March 1, 1937, and May 1, 1987. 
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mercial bank investment policies in the 
post-1937 period. The reflation of the 
country’s deposit structure since early 
1933 was in important part the product 
of the increase in commercial bank in- 
vestment portfolios. Any significant 
decline in the volume of investments 
held by the commercial banks, if un- 
accompanied by a proportionate in- 
crease in the commercial banks’ loan 
account, must necessarily involve a de- 
flation in the volume of the country’s 
deposit credit structure. 

It is impossible to know exactly at 
any given time just how large a volume 
of deposit credit this country needs to 
maintain a given level of industrial pro- 
duction and of commodity prices. An 
increase in the velocity of deposit turn- 
over of significant proportions from 
current levels would render unnecessary 
any increase in deposit volume to sup- 
ply the monetary media to finance the 
increased production and trade. At the 
same time, an increase in the volume 
of production and trade and in com- 
modity prices may very well prove im- 
possible of maintenance if the coun- 
try’s deposit volume decreases while 
the velocity of such deposits remains 
approximately constant. 

The available statistics indicate that 
between the summer of 1936 and the 
summer of 1937, the volume of indus- 
trial production, of trade and of em- 
ployment, and the level of wholesale 
commodity prices, showed significant 
increases. The statistics also indicate 
that in the larger monetary centers in 
this same period three important de- 
velopments were taking place: (1) a 
sharp decrease in investment holdings 
of commercial banks; (2) a sharp in- 
crease in commercial bank loans; (3) 


a marked decline in balance due to 
other banks. What stands out particu- 
larly is that in this period the aggre- 
gate volume of deposits in the larger 
money centers available for new invest- 
ment in securities or for financing an 
increasing turnover of goods and serv- 
ices showed an appreciable decline. It 
would seem that in the period of in- 
creasing production in 1936-37, there 
was not being created a supply of 
credit adequate to finance its market- 
ing at the increased price level obtain- 
ing, a result which may be attributed 
to the existence of an abnormal amount 
of idle or inactive deposits outstanding 
in the commercial banking system. Par- 
ticularly did this seem to be the case 
when early in 1937 the aggregate vol- 
ume of demand deposits of leading 
commercial banks showed a significant 
downturn. 

The accompanying table indicates 
the shrinkage in aggregate demand de- 
posits that occurred in representative 
commercial banks in the early months 


of 1937. 
The Restriction of Credit 


The principal reason why in this 
period of increasing production there 
was no corresponding increase in the 
supply of credit in the money market, 
particularly in the larger money cen- 
ters, was the credit restrictive policy 
of the monetary management author- 
ities, with which policy the leading 
commercial bankers in the larger money 
centers were in particular accord, at 
least in the beginning. Early in 1936, 
with the continued increase in the coun- 
try’s monetary gold stocks and the rise 
in member bank excess reserves, many 
bankers expressed the fear that the 


CuHances 1n Deposits at Reportinc Memper Banxs 1x Leapine Cities; 
Dec. 30, 1936—May 19, 1937 


(Millions of dollars) 


All 
Reporting 
Banks 
—146 
—520 


Adjusted demand 
U. S. Government 
Interbank 


—894 
+100 
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New York 
City Chicago 


—56 —i8 
—162 +7 


Other 

Cities 

—12 
—365 


—464 —50 
+99 +1 
+83 a" 

—500 —125 


—-380 


+60 
—697 
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country might be headed for a real 
credit inflation. To quiet such uneasi- 
ness the Reserve authorities in August, 
1936, raised reserve requirements of 
member banks by 50 per cent. “An 
increase in reserve requirements at a 
time when member banks hold sufficient 
excess reserves to meet the increase re- 
sults in making unavailable as a basis 
of credit expansion a portion of mem- 
ber bank funds for which these banks 
are not finding a profitable outlet. An 
increase at such a time has no imme- 
diate effect upon the supply of credit 
in the money market, but merely limits 
a possible future growth in the supply.” 


Probably the most significant mone- 
tary development in the first six months 
of 1937 was the sharp increase in com- 
mercial bank loans by the member 
banks. It is to be noted that the growth 
in such loans was not accompanied by 
any significant increase in the volume 
of production or trade. This would 
suggest that whether because of fear of 
labor difficulties and resultant short- 
ages in supplies, or because of fear of 
further price rises incident upon in- 
creased wage scales or further business 
improvement, commercial bank borrow- 
ers were increasing their inventories 
and were bidding against each other for 


“Past experience indicates that credit reflation must again take 
place to prevent further unnecessary deflation in the business and 


price structures. 


The commercial banking system stands ready to 


do its part, but does not wish to be rushed into using its excess 
reserves to purchase long-term government securities until it has a 
better idea of what the level of long-term money rates will be over 
the next several years.” 


Such was the opinion of the Reserve au- 
thorities and likewise of most commer- 
cial bankers. 

It was about this time that the change 
in commercial bank investment policy 
became evident, particularly in the 
larger money centers. The statistics 
seem to indicate that the leading com- 
mercial banks stopped adding to their 
investment portfolios, whether because 
of fear or uncertainty as to the future 
of money rates, or whether because they 
found the commercial borrowers’ in- 
creasing demands a more profitable 
outlet for their resources. It would ap- 
pear to be true to say that while the 
increase in reserve requirements at a 
time when member banks had a marked 
excess of reserve balances “has no im- 
mediate effect upon the supply of credit 
in the money market,” nevertheless the 
final increase in reserve requirements 
by the Reserve authorities seemed to 
discourage the leading commercial 
banks from increasing the aggregate 
volume of their outstanding loans and 
investments, at a time when increasing 
business and prices demanded such an 
increase. 
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existing supplies in many industrial 
fields. The reluctance of commercial 
banks in leading centers to make use 
of their existing excess reserves to ex- 
pand the volume of outstanding credit 
resulted in the liquidation of bank in- 
vestment portfolios to furnish the re- 
sources for commercial borrowers. 
Coincident with this development was 
the continued fear of inflationary de- 
velopments in a period of actual credit 
deflation. In March and May, 1937, 
the final increases in member bank re- 
serve requirements went into effect as 
ordered by the Reserve authorities on 
Jan. 30, 1937. “By its present action 
the Board eliminates as a basis of pos- 
sible credit expansion an estimated 114 
billion dollars of excess reserves which 
are superfluous for the present or 
prospective needs of commerce, indus- 
try and agriculture and which, in the 
Board’s judgment, would result in an 
injurious credit expansion if permitted 
to become the basis of a multiple ex- 
pansion of bank credit. The Board es- 
timates that, after the full increase has 
gone into effect, member banks will 
have excess reserves of approximately 
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$500 million, an amount ample to 
finance further recovery and maintain 
easy money conditions.” 

The sharpest increase in outstanding 
commercial bank loans and the sharpest 
decline in commercial bank investments 
followed the announcement of the pros- 
pective increases in member bank re- 
serve requirements. But in the princi- 
pal business and financial centers no 
increase in aggregate commercial bank 
credit outstanding occurred. Instead 
the liquidation of bank investments re- 
sulted in a marked decline in the level 
of prices of the various classes of securi- 
ties, and the increase in loans resulted 
in inflating the inventories in many in- 
dustries, while the velocity of circula- 
tion of the aggregate of the outstanding 
commercial bank demand deposits still 


remained close to the low level reached. 


at the bottom of the depression. 


Banks Compete for Loans 


Commercial banking is a highly com- 
petitive business, and it would be 


foolish to suggest that the commercial 
banks in leading cities “ganged to- 
gether” to limit their aggregate credit 


expansion in a period when a_ sub- 
stantial volume of excess reserves was 
still outstanding. What did seem to be 
the fact was that specific commercial 
banks anticipated that increasing re- 
serve requirements would result in a 
decline in their outstanding bankers’ 
deposits, and in their own volume of 
reserve balances at the Reserve banks. 
To meet such a contingency these banks 
liquidated some of their investments to 
put themselves in: position to meet all 
possible drains of funds. Keeping in 
mind the anticipated increase in their 
own reserve requirements as well as 
possible outward flows of funds, the 
simplest method of meeting the increas- 
ing demands for funds by commercial 
borrowers was to liquidate part of their 
remaining security holdings. 

It is conceivable that such action, in 
the aggregate, could have been carried 
through without the deflationary effects 
upon the aggregate supply of credit, at 
a time of inflationary developments in 
the inventory and price fields. Such a 
result might have obtained if the last 
50 per cent. increase in reserve require- 


ments had not been carried through on 
the theory that new conditions in the 
domestic bankers’ balances picture 
necessitated a volume of somewhere in 
the neighborhood of one to one and 
one-half billion dollars of inactive ex- 
cess reserves in the leading money cen- 
ters, while at the same time the unset- 
tled international picture necessitated 
an additional amount of inactive re- 
serves in the leading centers to be pre- 
pared for untoward foreign develop- 
ments. 

The fact of the matter is that both 
those commercial bankers who so loudly 
insisted on effective credit controls to 
reduce the inflationary potentialities in- 
cident in the outstanding excess re- 
serve balances of the commercial bank- 
ing system, and those Reserve authori- 
ties who readily assumed that the full 
increase in reserve ‘requirements would 
not result in an actual credit shortage, 
had both failed to appreciate the change 
in the commercial bankers’ attitude with 
respect to the volume of excess reserves 
he prefers to have outstanding and not 
to use as a base for credit expansion. 

In recent months the Reserve and 
Treasury authorities have again as- 
sumed a credit expansion policy, and 
aggregate member bank excess reserves 
promise to reach a level over the next 
few months in excess of the volume out- 
standing prior to the first increase in 
reserve requirements. In recent weeks 
the deflation in outstanding commercial 
bank credit seems to have been arrested, 
although the velocity of circulation of 
demand deposits continues at markedly 
subnormal levels. Nevertheless, in 
spite of the reversals of credit policy 
by the monetary management authori- 
ties, the volume of business continues 
at depressed levels and the prospects 
for an early substantial business re- 
vival seem remote. At the same time. 
the Federal budget continues out of 
balance and demands for increasing 
governmental expenditures continue 


unabated. 


How Banks May Aid in a Business 
Revival 


Before attempting to set up the pos- 
sible means by which the commercial 
banking system can aid in stimulating 
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business revival, it would be helpful to 
set forth briefly the principal factors 
currently influencing the policies of the 
commercial banking system. These fac- 
tors are as follows: 

(1) Uncertainty as to Administration 
policies with respect to industry and 
trade. 

(2) Doubt as to the ability of the 
Administration to balance the budget 
in any immediate period. 

(3) Uncertainty as to the inflationary 
implications of increasing government 
expenditures for armaments and relief. 

(4) Fear of ultimate depreciation in 
highest-grade bonds of possibly serious 
proportions. 

(5) Doubt as to the ability of the 
Federal Deposit Insurance Corporation 
to successfully handle a weakened bank- 
ing position incident to a long-continued 
depression. 

(6) Uncertainty as to the ability of 
the monetary management authorities to 
maintain the long-term money rate 


structure at anywhere like the 1936 
levels. 
Nevertheless, the situation is such 


that the commercial banking system 
must experience a sharp increase in its 
outstanding loan and investment ac- 
count if we are to witness an early re- 
versal of the deflation in business and 
prices. The mistakes made in credit 
policy by the monetary management 
authorities and by the commercial bank- 
ing system in the latter part of 1936 and 
early 1937 only serve to indicate how 
essential it is for complete understand- 
ing by the monetary management 
authorities and by the commercial 
banking system of each other’s prob- 
lems. That such understanding would 
lay the basis for a better contribution 
by the commercial banking system to 
the desired business revival can be 
readily appreciated. 

In spite of the recent reversal in our 
gold and credit policies, there still pre- 
vails an under current of uncertainty in 
investment circles as to the course of 
long-term money rates over the next 
several years. The result is that it is 
extremely doubtful that the commercial 
banking system in the aggregate would 
be interested in making any substantial 
increase of their long-term’ government 
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security holdings. The feeling seems to 
be fairly prevalent that the low level 
reached in the yield of long-term gov- 
ernment securities towards the end of 
1936 does not represent an interest rate 
which reflects the true long-term capital 
supply and demand situation, particu- 
larly in the current period when the de- 
cline in security values has extinguished 
a considerable volume of investment 
funds. Particularly in the light of fu- 
ture commodity price movements and 
foreign developments, is it felt that 
long-term money rates may very well 
adjust themselves to at least a moder- 
ately higher level. Until such adjust- 
ment does take place, the commercial 
banking system in the aggregate will 
feel hesitant to risk an appreciable pro- 
portion of its excess reserves as a base 
for increasing its commitments appre- 
ciably in long-term government securi- 
ties. 

However, the Government will have 
to raise funds to finance increasing re- 
lief requirements, and the commercial 
banking system will find it necessary 
to finance the major part of such re- 
quirements. Treasury:. certificates, 
Treasury bills, and short-term Treasury 
notes will find eager purchasers in the 
commercial banking system. It would 
seem that the commercial banks would 
have no hesitancy in using their excess 
reserves to finance a large increase in 
Treasury short-term securities. Until 
the long-term money rate structure has 
adjusted itself to a more normal level, 
the contribution to credit reflation by 
the commercial banking system will 
probably be in the form of increased 
investment in short-term government 
obligations. If the monetary manage- 
ment authorities will give adequate con- 
sideration to the problems of the com- 
mercial banking system, they will pur- 
sue a policy which will help the capital 
market adjust itself to a moderately 
higher rate level, rather than encourage 
a downward movement in the level of 
long-term government security yields. 

The banks in addition ought to be 
able to increase their commercial loan 
account by codperating with the Fed- 
eral Reserve banks and the Reconstruc- 
tion Finance Corporation in making 
loans to the small and moderate-sized 
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business concerns which need a modest 
increase in their working capital to keep 
them from going under in this new de- 
pression period. It is of course en- 
tirely probable that a modest propor- 
tion of such loans may never be repaid, 
just as in the- past many commercial 
banks have had to take losses on loans 
to apparently very solvent borrowers. 
However, the situation of the commer- 
cial banking system today is not such 
as to encourage commercial banks to 
increase their commitments in this way, 
without some form of guarantee by the 
Government, through one or other of 
its agencies, that losses suffered will not 
be borne by the commercial banks. 
There would seem to be no necessity for 
setting up another system of regional 
banks to finance the working capital 
requirements of small business. Some 
insurance arrangement between the Gov- 
ernment and the commercial banks 
might very readily be worked out to 
the mutual advantage of business, bank- 
ing and the Government. 


The experience since 1933 indicates 
that until the velocity of circulation in- 
creases very substantially, a volume of 
bank deposits in excess of the 1929 
volume must be outstanding if we are to 
experience a substantial increase in the 
volume of trade and production. The 
monetary management authorities with 
their easy money policy have helped to 
float an extraordinary volume of Gov- 
ernment securities which through com- 
mercial bank purchases, resulted in a 
substantial reflation of commercial bank 
deposits from the 1933 low. The mis- 
takes in policy by the monetary man- 
agement authorities and by the com- 
mercial banking system culminated in 
a sharp credit deflation. Past expe- 
rience indicates that credit reflation 
must again take place to prevent further 
unnecessary deflation in the business 
and price structures. The commercial 
banking system stands ready to do its 
part, but does not wish to be rushed 
into using its excess reserves to pur- 
chase long-term government securities 
until it has a better idea of what the 
level of long-term money rates will be 
over the next several years. The mone- 
tary management authorities can do 
their part by maintaining the existing 
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level of excess reserves and possibly 
increasing the volume somewhat, while 
at the same time showing a willingness 
to be convinced that an easy money 
policy does not involve the attempt to 
freeze long-term government security 
yields at about a 21% per cent. level. 
The Treasury can coéperate by increas- 
ing its sales of short-term bills and 
notes to the commercial banks. The 
Administration can assure itself of a 
sustained business revival if it will give 
business a breathing-spell while it gives 
the New Deal a thorough overhauling, 
an overhauling which will save the New 
Deal, and save the country. 
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OUR PARAMOUNT TASK 


THERE is but one paramount task 
before the nation today and that is to 
move the appalling mass of unemployed 
back into useful work; there is just one 
way of doing it and that is to unbind the 
hands of industry, which alone has the 
resources and the ability to employ 


them.—New York Herald Tribune. 
THE PREFERENCE FOR GOLD 


In times of crisis the sure instinct of 
mankind always has manifested a 
preference for gold as the one commod- 
ity most likely to afford a means of 
preserving wealth through all vicisi- 
tudes. This has been true throughout 
history, and it has not been less true in 
the recent past.—National City Bank 
Letter. 


DEATH OF THE SCHILLING 


Styles are changing in Austria these 
days. The schilling has given way to 
the reichsmark in all bookkeeping, ac- 
counts and documents in Austrian 
hanks. In the future banks will pay 
out only reichsmarks, but both reichs- 
marks and schillings will be received 
at the rate of one reichsmark to 1.5 
schillings. A new decree also provides 
that all shops must post prices in 
reichsmarks as well as in schillings. 


CAPITAL PUNISHMENT DEFINED 


Wuart is capital punishment? Taxes. 
—Vancouver Sun. 
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ANALYZING FOREIGN 
BANK STATEMENTS 


By Davip TOBLER 


ROBABLY only a few members of 
the banking community know that 
the personnel of the credit depart- 

ments* of the leading commercial banks 
in New York and in other international 
money centers generally includes a 
small group of men who are engaged 
solely in analyzing and interpreting 
foreign financial statements, which in 
practice means mainly foreign bank 
statements. Possibly you do not imme- 
diately see that the difference between 
an American and a foreign statement is 
great enough to necessitate a specially 
trained staff. And possibly you al- 
ready know all there is to be known 
about foreign statements; in this case 
this article is not intended for you. 


Fundamentally there can be no dif- 
ference between a foreign balance-sheet 
and any other kind of balance-sheet. 
The principles remain the same whether 
we examine the “figures” of one of the 
“Big-Five” banks in England or those 
of a small money-lender in Calcutta: a 
balance-sheet must needs balance. 


If, however, we examine the various 
component parts of foreign financial 
statements, uniformity is conspicuous 
only by its absence. Not only do bal- 
ance-sheets differ considerably from 
country to country, but in all countries 
where the laws do not provide for a 
uniform statement, each bank appears 
to have more or less its own ideas as 
to what information a_balance-sheet 
should or should not contain. Lack of 
detailed information is, of course, what 
renders the task of the analyst difficult. 

To make the problem still more diffi- 
cult and therefore that much more in- 
teresting (according to those who en- 


—_—— 


*In some banks foreign bank statements 
are analyzed by a special staff attached to 
the foreign department. 


joy this type of work), the majority 
of these statements are printed in for- 
eign languages. But curiously enough, 
the members of most foreign statement 
divisions prefer to have the statements 
in the original language. The principal 
exceptions to this rule are the Chinese 
and Japanese statements, which most 


The author of this article has 
been actively engaged in analyz- 
ing foreign statements for a num- 
ber of years. He is connected 
with the Investment Service De- 
partment of the Chase National 
Bank, New York. 


analysts are glad to have in English. 
The reason for the general preference 
for the original text lies in the fact that 
in many cases translations are made by 


inexperienced translators. Their work 
has often been so faulty as to be ac- 
tually misleading. The following two 
cases, taken from actual experience, will 
serve to illustrate this point: 


(1) A translation of a balance-sheet of 
a French bank shows among the assets an 
item “Commercial Funds,” which might 
mean almost anything, except that the two 
words have a connotation implying current 
assets. Of course, the experienced analyst 
knows immediately that “Commercial 
Funds” must be a “free” translation of 
“Fonds de Commerce,” whose principal 
meaning is “Good-will”—certainly not a 
current item. 

(2) A translation of the statement of an 
Italian bank shows among the assets an 
item styled “Brought forward.” This was 
a “literal” translation of “Riporti,’ which 
in Italian has two meanings: (a) amount 
carried forward from one page to the next, 
and (b) loans secured by stock exchange 
collateral and (generally) payable on the 
next settlement date. Such loans approach 
our call loans. 


THE BANKERS MAGAZINE for July, 1938 27 





The work of the analyst consists of 
(1) grouping the current, fixed, and 
deferred liabilities; the current and 
fixed assets; and the net worth items 
together, and tabulating them; and (2) 
interpreting these figures. The rules 
governing the “setting-up” of a state- 
ment, meaning the grouping of the vari- 
ous items as mentioned, are well known 
and do not form the subject of this ar- 
ticle. Our comments are confined to 
the more difficult task of interpretation. 

Before writing his comments on the 
financial statement of any bank, the 
analyst must first clearly establish cer- 
tain facts regarding the institution to be 
reviewed. Quite arbitrarily the writer 
has chosen to divide these “pre-essen- 
tials” into four main groups: 

Type of bank. 

Its legal structure. 

Local conditions obtaining in the place 
where the bank operates. 


Type of management controlling the in- 
stitution. 


Type of Bank 


Since the functions of modern banks 
have become so manifold, it is quite 


natural that certain banks should have 
evolved which specialize in certain fields 
for which they have made themselves 
particularly adapted or for which they 
have been specially created. In many 
countries the laws restrict banks to one 
or more types of business. Such re- 
strictions apply particularly to central 
banks, mortgage banks, and savings 
banks. It should, however, be borne in 
mind that a vast number, or perhaps 
a majority, of banks abroad still com- 
bine the functions of two or more types. 
Whereas savings banks in the United 
States are not permitted to engage in 
ordinary commercial banking, no such 
restrictions are in force in many other 
countries. 

For our purposes banks may be di- 
vided into the following main groups: 


Central banks. 
Commercial banks. 
Savings banks. 
Mortgage banks. 
Private banks. 


Central banks are usually closely 
supervised by their respective govern- 
ments; they generally have the sole 


note issue privilege and act as the fiscal 
agents of the government. Nevertheless 
there are very fundamental differences 
between one central bank and another; 
some are completely government-owned 
(as in Sweden and Finland, for in- 
stance); others are only partly gov- 
ernment-owned (as, for instance, in 
Colombia and Ecuador) ; and some are 
completely owned by private stock- 
holders (as in France and England) ;— 
some engage in commercial banking 
(as in France), whereas others are 
strictly bankers’ banks. Central banks 
do not, as a rule, appear as seekers of 
credit in foreign markets; their state- 
ments are therefore examined more with 
a view to comparing the gold and for- 
eign exchange holdings and the ratio 
of legal reserves to the notes in circula- 
tion than with a view to establishing the 
credit worthiness of the central bank 
itself. The credit standing of the cen- 
tral bank is in almost all cases very 
closely that of the country as a whole. 

Commercial banks, the businessmen’s 
banks, supply by far the largest portion 
of bank credit for the financing of in- 
ternational trade. As a natural corol- 
lary, most of the bank statements which 
our analyst is asked to examine come 
from commercial banks. The primary 
purpose of the study in this case is to 
establish the degree of liquidity of the 
bank under scrutiny. Standard ratios 
as measures of liquidity have been 
found inapplicable to such a wide in- 
ternational group of banks long before 
the once so famous 2:1 ratio of current 
assets to current liabilities for domestic 
commercial enterprises fell into dis- 
repute. 

Savings banks are generally, though 
not always, governed by special laws. 
Unlike commercial banks, they may 
properly invest a considerable portion 
of the savings deposits in first class 
mortgages. But just as the well man- 
aged commercial bank watches its 
liquidity, so the well managed savings 
bank is concerned for the safety of the 
principal. 

Mortgage banks, of course, are prim- 
arily concerned with the long term capi- 
tal market. Since sound banking prac- 
tice the world over demands that long 
term mortgage loans should be financed 
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by long term borrowings, preferably 
long term mortgage bonds, commercial 
banks have little occasion to make loans 
to mortgage banks, except in cases 
where the same bank is engaged in 
mortgage and commercial banking at 
the same time. 

Private bankers have an aversion to 
publishing their financial statements. 
Our analyst will therefore not often 
have the privilege of looking at a 
private banker’s statement. Like the 
balance-sheets of the commercial banks, 
the financial information submitted by 
this group of banks should, first of 
all, reflect liquidity. 


Legal Structure 
The laws of the United States divide 


business enterprises into three princi- 
pal groups: individual ownerships, 
partnerships, and corporations. Except 
for differences in law regarding the 
rights of owners and creditors, this di- 
vision is by and large found in all 
countries. 

Individual ownerships and _partner- 
ships in banking are no longer so 
numerous or important as a few decades 
ago. Despite this decline in their rela- 
tive importance, these private banks 
continue to be fairly active, particularly 
in the Netherlands and in England. 

Among commercial banks corpora- 
tions are nowadays by far and away the 
most important type of organization 
that transacts an international business. 
Our analyst will first remember that 
with the notable exceptions of Canada 
and China, foreign bank stocks gen- 
erally carry no double liability feature 
for the shareholders. In a number of 
countries, particularly in England and 
Spain, the creditors of a bank are, how- 
ever, given a similar “safety cushion” 
by the fact that the banks usually oper- 
ate on partly paid-in capital. In other 
words, only a part of the capital sub- 
scribed is ever paid up; the unpaid 
portion remains subject to call should 
any emergency make this step neces- 
sary. In Norway the depositors elect 
one-fourth of the members of the so- 
called Board of Representatives, a body 
whose function is to examine the ac- 
counts and appoint auditors; a rather 
singular feature in banking that was 
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caused by the many difficulties that 
overtook the country shortly after the 
World War. Although banks in many 
countries are permitted to issue various 
types of preferred stocks, they may 
not, as a rule, float no-par value shares 
or stocks. 

Having thus briefly mentioned the 
general or usual types of business 
organizations, we must refer to a few 
groups of legal entities which are quite 
often rather confusing; for their equiva- 
lent is not found in American laws. 


Totally Limited Partnerships 


It is probably not commonly known, 
even among bankers, that some coun- 
tries permit the formation of partner- 
ships in which each and every partner 
is liable only for the amount mentioned 
in the agreement. From a practical 
point of view these partnerships can 
perhaps be best compared to a closely 
held corporation. There are, on the 
other hand, some points which make 
them legally different from any cor- 
poration; for instance: (1) a person 
cannot become a partner without the 
consent of the otker members of the 
firm; (2) a pa.tner cannot sue the 
partnership. The countries in which 
these organizations are most numerous 
are Germany, France and Brazil, where 
they are called respectively Gesellschaft 
mit beschrankter Haftung (G.m.b.H.), 
Société a résponsabilité limitée, re 
Companhia por quotas. 


Partnership-Corporations 


Another type of organizations not 


found in America, are “corporations” 
which beside their stockholders have 
one or more partners who are per- 
sonally liable for the obligations of the 
enterprise and share in the profits as 
stipulated in the by-laws of the com- 
pany. In Germany they are called 
Kommandit-Gesellschaften auf Aktien; 
in France, Société a résponsabilité 
limitée par actions. The Dutch law 
goes still one step farther; it permits 
the interests of both the general part- 
ners and the special partners (common 
stockholders) to be on a stock basis. 
The shares of the general partners must 
then of course be registered. 
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Local Conditions 


It is manifestly impossible for any- 
body to keep completely posted on con- 
ditions in every financial center of the 
world and all the smaller places where 
the international banks have money at 
stake. It is nevertheless essential that 
the analyst must be somewhat familiar 
with general trends in most countries. 
Without some knowledge regarding the 
following points he will be unable to 
interpret bank statements intelligently: 


Central bank support. 
Government inspection. 
Legal reserve requirements. 
Public confidence. 
Economic structure. 
Facilities of money market. 
Seasonal requirements. 

Use of credit money. 
Political interference. 
Collaboration among banks. 
Stability of currency. 


A sound central bank is often the 
cornerstone of a sound banking system. 
Such a bank can do much toward 
stabilizing money and credit conditions 
by its discount policy and open market 
operations. The influence of the central 
bank and its control over the other 


banks varies, however, enormously in 


different countries. Whereas some cen- 
tral banks are willing and hold them- 
selves ready to discount commercial 
paper up to almost any amount, pro- 
vided the bills comply with the legal 
requirements, other central banks have 
certain lines set for the various banks. 
Obviously a too liberal discount policy 
of the central bank may well induce 
commercial banks to make loans beyond 
the limits set by conservative banking. 

In many countries banks are under 
no government control whatsoever and 
are not inspected by government off- 
cials. Many will say that this is in- 
deed a sorry condition. But, curiously 
enough, banking failures in these coun- 
tries seem to be rather «fewer than in 
those which have special banking laws. 
As an example, we may cite England, 
which came through the depression with- 
out a bank failure, yet it has no general 
banking law. Nevertheless the writer is 
not prepared to advocate the abolition 
of government supervision altogether. 
This question is rather a question of tra- 


dition and local conditions; and govern- 
ment supervision generally does add 
confidence in the figures which a bank 
submits. 

If the laws of a country prescribe 
legal cash requirements, the analyst 
should ascertain whether such regula- 
tions have been observed, for such ratios 
are probably close to the minimum of 
safety. 

Public confidence in banks generally 
is a factor of considerable importance. 
Just as a series of bank failures in- 
variably brings in its wake an appre- 
hensive feeling among the general pub- 
lic, the absence of any bank disasters 
over an extended period of time creates 
public confidence towards banks in 
general. In a country where we have 
a large degree of such confidence, a 
bank may with relative safety invest an 
increased portion of its funds in in- 
terest-bearing securities instead of keep- 
ing it in its vaults. 

The economic structure of a country 
(a term used here for want of a better 
expression) is oftentimes quite differ- 
ent from that of the United States. 
Whereas banks here are by law forbid- 
den to own or acquire (with few ex- 
ceptions) stocks in commercial or in- 
dustrial enterprises, no such restrictions 
are known to banks in many foreign 
countries. Indeed, in some countries 
commercial banks are frequently the 
chief stockholders in an almost un- 
limited number of such corporations. 
This condition is usually attributable to 
the fact that the general public has not 
as yet acquired the habit of investing 
in securities and places its savings with 
the banks, which in turn finance. indus- 
try and commerce. The results are ob- 
vious. The fate of the banks depends 
on the welfare of the industry in which 
they have invested the deposits. From 
our point of view such practices are 
rather undesirable; but, on the other 
hand, age-old customs cannot be 
changed overnight. The recent trend 
among banks in most countries has been 
to dispose of such security holdings or 
at least to reduce them. Yet, though 
a bank with a large industrial portfolio 
is unlikely to be in as liquid a position 
as a pure Anglo-Saxon type of bank, 
it may nevertheless prove to be an ac- 
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ceptable credit risk for certain or all 
kinds of business transactions provided 
that one is sufficiently acquainted with 
the type of management and other points 
surrounding the risk. 


The facilities of the money markets 
in New York and London are such that 
a bank operating in these centers will 
normally find no great difficulties in 
converting a substantial part of its gov- 
ernment securities and its good com- 
mercial paper into cash. If, however, 
we consider the condition of a bank 
doing business in a small community 
where most of these facilities are lack- 
ing, we realize that its problems are 
vastly increased. It must rely on its 
own till money when it comes to stav- 
ing off a run. 


Seasonal requirements fluctuate more 
widely in agricultural countries than in 
industrial communities. This fact is 
but natural because of the abnormally 
large demands for cash money for the 
payment of farm hands during harvest- 
ing periods. Banks must be prepared 
to meet this demand; and, as a conse- 
quence, a cash reserve which might be 
quite adequate during the early summer 
months may prove insufficient in the 
fall. 

The wide use of credit money is real- 
ized if we consider that about 90 per 
cent. of all business in this country is 
transacted without the actual use of 
money. And since only a small amount 
of cash is needed* to settle the differ- 
ences in the clearing houses, ‘such a sys- 
tem naturally greatly reduces the till 
money requirements of the banks. In 
Germany we find that under the clear- 
ing system the businessman merely in- 
structs the bank to credit the various 
accounts of his creditors and debit his 
account. In both cases, the need for 
cash is greatly reduced. 

Unfortunately, in some countries po- 
litical interference in banking still ex- 
ists. The governments still are able to 
bring pressure on the management of 
banks inducing them to make loans 
which otherwise they would not make. 
Such conditions, of course, require a 
special investigation. 


a 


“Oftentimes no cash is required because 
the balance is settled by. check. 
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Collaboration among banks is desir- 
able. It was a great step toward 
sounder banking when banks began to 
exchange credit lines among each other. 
It is also to be regretted that in most 
places abroad no such conditions ob- 
tain. As a result, it sometimes happens 
that a commercial borrower is able to 
obtain substantial accommodations 
from a number of banks without one 
bank’s knowing that other banks have 
already given large lines. Such a con- 
dition often leads to substantial losses 
all around. 

Other factors being equal, stability 
of currency brings about stable business 
conditions. And conversely wide 


fluctuations in currencies are one of the 
most deadening influences on the eco- 
nomic well being of a nation. 


Type of Management, etc. 


After reviewing conditions prevailing 
in the country where the bank operates, 
conditions over which the bank has most 
likely but little influence in most cases, 
let us consider some of the features in- 
herent in the bank itself. They refer to 

Ownership. 

Type of customers, 

Ability of management. 


Size of bank. 
Political ties. 


The ownership of banks nowadays 
rests generally with stockholders, mean- 
ing other banks, the “general public,” 
or members of one or more families. 
In the last mentioned case, the bank 
may, despite its corporate form, be a 
one-man organization. In that case, it 
will not, as a rule, command the same 
degree of confidence as similar insti- 
tutions whose capital stock is either 
publicly held or owned by a powerful 
group or institution. The reason is ob- 
vious: the death of the principal owner 
or director may have unknown effects 
on the affairs of the bank. Stock own- 
ership by one of the outstanding insti- 
tutions, however, may lend additional 
prestige to a bank. The analyst should 
be careful to notice any changes in the 
boards of directors and management of 
all banks. 

The customers: of a very large bank 
represent about every class of people 
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that has any banking business to trans- 
act. Smaller institutions, on the other 
hand, for a number of reasons, may 
cater to a very limited group or to but 
a very few industries. A bank may 
perhaps almost exclusively solicit its 
clients from the mining industry. As 
the mining industry prospers, so does 
the bank. The analyst should also be 
interested in the number of accounts. 
Are the deposits numerous and small, 
or is the institution the depository of 
a few large corporations? 

The best indicator of the ability of 
the management is probably the profit 
and loss account. Steadily increasing 
profits are, for many reasons, a sounder 
sign than wide fluctuations. Overly 


large profits in one year, unless satis- 
factorily explained, may quite naturally 


create a suspicion that the management 
is inclined to speculative tendencies. 

Although smallness is by no means 
a sign of weakness, the size of a bank 
must be taken into consideration: 
firstly, because the apparatus required 
to carry on an international banking 
business successfully requires consider- 
able resources; secondly, a large bank 
is often of such importance for a coun- 
try that the government could hardly 
afford to look with indifference upon 
the failure of one of the country’s 
largest financial institutions. 

Although it is trite to say that poli- 
tics and business do not mix well, there 
are still countries where the defeat of 
a political party means the loss of gov- 
ernment deposits and other favors for 
one bank and a consequent betterment 
in the position of a competitor. 


SHOULD TRUST COMPANIES GIVE 
INVESTMENT COUNSEL ? 


HOULD trust companies extend 
their services to include investment 
counseling? was the question dis- 

cussed by H. G. Carpenter, vice-presi- 
dent of E. W. Axe & Co., Inc., before 
the last trust conference of the Ameri- 
can Bankers Association held in New 
York’s Waldorf Astoria. This main 
question, Mr. Carpenter said, should in 
turn be resolved into four others before 
a sound decision can be reached: 


1. Is it in the public interest? 

2. Can we do a good job at it? 

3. Can we make a profit at it? 

4. Will it reflect credit on our in- 
stitutions. 


Obviously, a good job of investment 
counseling will both be to the public 
interest and will reflect credit to the 
institutions involved. It is the second 
and third questions that must be care- 
fully studied before a banker can de- 
cide whether his bank should enter the 
field of investment counsel. In consid- 
ering these important questions a dis- 
tinction must first of all be made be- 
tween “capital conservation,” which is 
the plan generally used by trust depart- 
ments, and “purchase power preserva- 
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tion,” which is the plan used by invest- 
ment counsel departments. To put it 
concisely, under the “capital conserva- 
tion” plan investments are judged by 
their current rating and their past 
earnings, while under the “purchasing 
power preservation plan” they are 
judged by their prospects for future 
earnings as determined by a study of 
cyclical fluctuations in the industry in- 
volved and other variable factors. 

A great deal of extra work and care- 
ful study is involved in the “purchas- 
ing power preservation” type of man- 
agement. As Mr. Carpenter pointed 
out, to be successful it “must understand 
the habits of some dozens of industries, 
particularly as to the degree of their 
earnings fluctuations and the relation- 
ship of these fluctuations to business 
activity trends, to various commodity 
prices, to interest rate fluctuations, etc. 
All this must come before any thought 
at all is given to the individual corpora- 
tion under consideration.” This type 
of work calls for, as head of the invest- 
ment counsel department, a competent, 
practical economist who can determine 
major interest rate and other economic 
trends with a fair degree of accuracy. 
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Che 
Cleveland 


Crust Company 


Banking Offices located throughout Greater Cleveland and nearby 


CONDENSED STATEMENT OF CONDITION, JUNE 30, 1938 


ASSETS 
Cash on Hand and in Banks . . "er 
United States Government obligations, direct 
and fully guaranteed 
State, Municipal and Other Bonds and Invest- 
ments, including Stock in Federal Reserve 
Bank, less Reserves ds : 
Loans, Discounts and Advances, less Reserves 
Banking Premises . . oie ete ee 
Other Real Estate, less Reserves an ‘ 
Interest and a Accrued and Other 
Resources . . 
Customers’ Liability on Acceptances and Letters 
of Credit Executed by this Bank . .. . 


WE ee eek Gao 


LIABILITIES 


Capital Notes .. . $ 14,137,500.00 
ubordinated to Deposits and 
Other Liabilities) 


Capital Stock 13,800,000.00 


Surplus and Undivided Profits 4,306,168.54 


Retirement Fund for Capital Notes . 
Reserve for Taxes, Interest,etc.. . . 
Dividend Payable July 2,1938 .. 
DEPOSITS 

Wee: 636 ee 


Time...» Ea 

Estates Trust Department 
(Preferred) . eee 

Corporate Trust Department 
(Preferred) . . ... 


$ 141,557,776.22 
170,138,808.20 


11,180,001.27 


4,517,795.70 


Other Liabilities . . * 
Acceptances and Letters of Credit Executed for 
Customers . . “ Sime tena ; 


‘Tank fe Pay 


MEMBER 
FEDERAL RESERVE 
SYSTEM 


$ 100,172,974.67 


102,100,524.42 


12,328,100.61 
129,288,930.93 
5,890,597.65 
11,035,342.30 


2,935,025.35 


1,285,946.19 


$ 365,037,442.12 


$ 32,243,668.54 
201,000.00 
1,664,816.42 
138,000.00 


$ 327,394,381.39 
2,109,629.58 


1,285,946.19 
$ 365,037,442.12 


MEMBER 


CLEVELAND CLEARING 
HOUSE ASSOCIATION 


Member Federal Deposit 


Insurance Corporation 
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The traditional sphere of the trust 
company is “capital conservation,” said 
Mr. Carpenter. “Purchasing power 
preservation” is an entirely different 
field with considerable higher expense 
costs. It is most important to consider 
therefore, whether a bank can make a 
profit at it. Trustees’ fees were orig- 
inally based on the timie and expense 
required for the “capital conservation” 
type of management. Now many trust 
companies are soliciting the more costly 
investment counsel business at the same 
rates. Those offices devoted solely to 
investment counsel service charge twice 
as much for “purchasing power pres- 
ervation” management as for “capital 
conservation” management and four 
times as much for “purchasing power 
preservation” management as the trust 
companies are charging. Obviously it 
is difficult for trust companies to do a 
creditable job and make a profit when 
charging these low rates. 

Mr. Carpenter recommended that trust 
companies establish investment counsel 
departments only when they: 

1. Recognize it as an entirely differ- 
ent type of business from trust service. 

2. Establish a separate department 
completely divorced from the trust de- 
partment. 

3. Charge adequate fees. 


Some trust companies are of the 
opinion that expenses could be kept 
low without impairing service by the 
joint hiring by several groups of a 
single competent investment counsel. 
Mr. Carpenter does not think this is a 
good plan. In the first place, invest- 
ment advice that is too widely circulated 
automatically vitiates itself. In the 
second place, it is difficult to translate 
general investment counsel to specific 
cases. And in the third place, if the 
second hand advice when it is obtained 
is not good or is poorly translated the 
trust company which purveys it will get 
the blame. 

Many trust companies steadfastly 
maintain their position in their tradi- 
tional sphere of capital conservation. 
To their small investors they recom- 
mend their own savings departments, 
and to their larger customers they 


recommend a living trust explaining 
that it will be managed on the “capital 
conservation” plan. Those who prefer 
the “purchasing power preservation” 
type of management are advised to re- 
tain competent investment counsel. 

The type of investment counsel with 
“inside information” who dodges in and 
out of the stock market catching the 
short swings and uncovering special 
situations simply does not exist. If one 
of these self-styled supermen did exist 
he could, by successfully foreseeing 
only the major movements of the Dow- 
Jones Industrial Average, have in- 
creased $1,000 into a fortune of two 
billion dollars since 1897. 


© 


WHERE ARE THE GAINS FROM 
DEVALUATION? 


In the tenth year since France formally 
accepted the policy of monetary devalu- 
ation, the seventh since Great Britain 
yielded, and the fifth since the United 
States gave way—with all currencies of 
the world now scaled down, gold prod- 
uction increasing rapidly and gold re- 
serves up 100 per cent. since 1931— 
surely it is in order to ask, how much 
the situation has been eased by cheaper 
money ? 

Money is so plentiful in the chief 
markets as to be practically unlendable, 
but the state of industry, trade and em- 
ployment is far from satisfactory. Even 
the commodity price level, chief sub- 
ject of solicitude five years ago, is 
slumping badly. Clearly, something is 
wrong in trade, but devaluation is not 
a remedy. 

The gold standard had its origin in 
barter—the giving of one service for 
another, and the barter principle is the 
basis of all sound trade today, but ob- 
scured by a fantastic idea that “money” 
is the source of purchasing power. 
Money is a facility of trade, but the 
only real purchasing power in the mar- 
ket consists of the goods and services 
being exchanged. Unless they pay for 
each other, trade stops and unemploy- 
ment spreads. — National City Bank 
Letter. 
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Tax-exempt securities 
and the Constitution 


By Joun J. LEANE 


URING the past few years the 
problems of taxation have become 
paramount in the financial life of 

the United States. The rapid growth 
of our astronomical figured national 
debt and the necessity of raising our 
stupendous annual budget have sent the 
legislators of the country microscoping 
into every nook and cranny of the tax- 
payer’s pocket-book. Additional sources 
of revenue are being sought by the Fed- 
eral Government, and thus it is that 
once again that creaking skeleton of 
governmental finance, the tax-exempt 


The Sixteenth Amendment to the 
Constitution states that, “Congress shall 
have the power to lay and collect taxes 
on income from whatever source de- 
rived.” The wording of this amend- 
ment may seem to be broad enough to 
give Congress the power to tax the in- 
come derived from all governmental 
obligations, but in this respect the 
Supreme Court has placed a limited in- 
terpretation on the apparently all- 
embracing amendment. The limitation 
set up by the court prevents the Fed- 
eral government from taxing income 


“Tt is indeed an anomalous section of law and finance which 


allows our governments to increase their borrowings and at the 
same time to reduce the volume of taxable wealth by granting tax 


exemptions. Such procedure is against all principles of finance. 
Because of this tax-exempt securities have been constantly con- 
demned by bankers and economists. Being firmly planted in the 
Constitution, they have never been eliminated. Any attempt to 
make an about face now will be likely to provoke a major legislative 
battle; a battle in: which the Federal Government, the Supreme 


Court, and the states will be involved.” 


security, is up for examination and dis- 
cussion. 

On April 15, 1938, President Roose- 
velt stated that it was his intention to 
proceed immediately towards the elimi- 
nation of the tax-exempt security. He 
further stated that he thought his pro- 
posal would be enacted without objec- 
tion and that no constitutional amend- 
ment would be necessary. 

An examination of the legal barriers 
which must be broken down if such se- 
curities are to be eliminated, shows 
clearly that a constitutional amendment 
will not only be necessary but also that 


such an amendment will be difficult to 
secure, 


derived from tax-exempt securities is- 
sued by the states and their instru- 
mentalities and also prevents the state 
governments from taxing the income 
derived from Federal tax-exempt secu- 
rities. 

This limitation on the Sixteenth 
Amendment was not an invention of the 
Supreme Court, but was based on pre- 
vious decisions determining the taxing 
powers of the Federal and state govern- 
ments. The limitation originated when 
Chief Justice Marshall handed down his 
famous “power to tax is the power to 
destroy” decision. The reasoning of 
Chief Justice Marshall was affirmed in 


many subsequent cases and consequently 
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brought about the limited interpreta- 
tion of the Sixteenth Amendment at a 
later date. The major decisions affect- 
ing tax-exempt securities are in brief: 

McCulloch v. Maryland (4 Wheat 
316). Chief Justice Marshall declared 
that the power to tax is the power to 
destroy and that if it were conceded 
that the states possessed the power to 
tax the Federal government or its gov- 
ernmental instrumentalities, they could 
impede, if not destroy the Federal Gov- 
ernment, 

Pollock v. Farmers Loan and Trust 
Company (157 U. S. 429). In this case 
the Supreme Court held that the Fed- 
eral government could not tax the in- 
come derived from tax-exempt bonds 
issued by the states or their instru- 
mentalities. Such a tax being in effect 
a tax upon the bond itself. 

Educational Films Corporation v. 
Ward (282 U. S. 379). The court de- 
clared that, “Since McCulloch v. Mary- 
land this court has consistently held 
that the instrumentalities of either gov- 
ernment, or the income derived from 
them, may not be made the direct object 
of taxation by the other.” 

Other important decisions in this re- 
spect are Weston v. Charleston (2 Pet 
449), and United States v. Railroad (17 
Wall 322). 

An examination of the cases presented 
renders two conclusions. The first is 
that the Supreme Court is not likely to 
eliminate tax-exempt securities by re- 
versing such a formidable array of pre- 
vious decisions. The second is that the 
complete elimination of tax-exempt se- 
curities in the future can only be 
achieved by having an amendment to 
the Constitution. 

Having shown the necessity of an 
amendment, it is important to note two 
things with regard to any such pro- 
posed legislation. First, that such an 
amendment would not be retroactive 
and as a result all tax-exempts out- 
standing prior to the passage of the 
amendment would remain tax-exempt. 
This means that tax-exempts would not 
only continue in existence for many 
years but also that those outstanding 
would acquire a scarcity value. The 
second factor to be noted is that any 
proposed amendment will have to fix 
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the rate of taxation on such instru- 
mentalities. Otherwise a state could 
fix any rate of taxation it so desired 
and perhaps. make it unprofitable for 
its citizens to hold bonds of either the 
Federal government or the other states. 
The same idea would apply to the re- 
lationship between the rate of Federal 
taxation and state holders of state se- 
curities. 


Difficulty of Securing Amendment 


Having shown the necessity and 
nature of the desired amendment, con- 
sideration must be given to the diffi- 
culties confronting any movement to 
secure such legislation. 

An amendment to the Constitution 
must be passed by a two-thirds vote in 
Congress and must be ratified by at least 
three-fourths of the states. This makes 
the problem of securing the elimination 
of tax-exempt securities almost insur- 
mountable. The reason for such a con- 
clusion is obvious when we consider 
that the great majority of Federal bonds 
are tax-exempt from normal taxes only 
and are subject to our high Federal sur- 
taxes, while, on the other hand, the 
great volume of bonds issued by the 
states and their municipalities are free 
from all taxation. As a result of this, 
state and municipal governments tend 
to believe that the tax-exempt feature 
is of direct benefit to them in selling 
bonds. The tax-exempt feature has 
come to be highly regarded by our 
state governments and is not likely to 
be relinquished without a struggle. 


It is indeed an anomalous section of 
law and finance which allows our gov- 
ernments to increase their borrowings 
and at the same time to reduce the vol- 
ume of taxable wealth by granting tax- 
exemptions. Such procedure is against 
all sound principles of finance. Be- 
cause of this tax-exempt securities have 
been constantly condemned by bankers 
and economists. Being firmly planted 
in the Constitution, they have never 
been eliminated. Any attempt to make 
an about face now will be likely to pro- 
voke a major legislative battle; a battle 


‘in which the Federal Government, the 


Supreme Court, and the states will be 
involved. 
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Appraising municipal credit 


VI. 


Classification of municipal securities 


By Basit C. Ropes 


N a series of articles published in 

THE Bankers Macazine, the lead- 

ing factors upon which municipal 
credit rests and which should be ana- 
lyzed in appraising municipal credits 
were presented. Two groups of condi- 
tions were interpreted; those which 
comprise the economic background and 
those which constitute the financial as- 
pects. In the first group, economic re- 
sources, industrial diversification, popu- 
lation and government were included. 
In the second group, such financial 
items as debts, their composition, as- 
sessed valuations, tax, tax collections, 
delinquency, the current financial posi- 
tion, municipal properties, municipal 
enterprises and their effects upon 
municipal finances and municipal 
credit, were outlined. In concluding 
the series, it is proposed to deal in this 
article with the classification of munici- 
pal securities, their legal basis and 
conditions of issue. In addition, be- 
cause of their growing importance in 
the municipal bond field, a_ brief 
resumé will be inserted regarding in- 
dependent civil entities, particularly 
those known as “authorities” and “com- 
missions,” their composition and _at- 
tributes as well as the nature and char- 
acter of their securities. 

Although the discussion in this series 
has been confined mainly to bonds is- 
sued by municipal corporations, the 
conditions involved are equally appli- 
cable, for the most part, to all those 
bonds known as “municipals.” Munici- 
pal securities, often known as “civil 
loans”! or “public securities”? are that 
wide class of tax exempt securities for 
the payment of which the credit and 
good faith of the public are pledged 
collectively as security. Classified as 


‘Definition by Chamberlain and Edwards. 
* Definition by William L. Raymond. 


municipal securities are bonds issued by 
states, counties, townships, municipal- 
ities, boroughs, and villages, constitut- 
ing our governmental instrumentalities. 
In addition, there are a great number 
of public obligations issued by civil en- 
tities, which may or may not pledge 
the public credit. These comprise 
school districts, street improvement dis- 


This is the last of a series of 
articles on various phases of 
municipal credit. Readers in- 
terested in obtaining the complete 
series in pamphlet form should 
communicate with the Book De- 
partment, Bankers Publishing 
Company, 465 Main Street, Cam- 
bridge, Mass. 


tricts, irrigation, levee, road, bridge 
districts and the like. In this ever- 
growing list are also included a dis- 
tinct group of tax-exempt securities 
known as “authority” or “commission” 
bonds and the “revenue” obligations of 
municipally owned utilities. 


Taxation as Credit Basis 


From a legal standpoint, there is a 
vast difference among the various kinds 
of municipal securities. Their char- 
acter and nature depend not only upon 
the nature of the issuing entity, but also 
upon the legal basis of their issuance. 
Despite these differences, these obliga- 
tions have one common characteristic, 
namely, that they are payable or are 
discharged eventually in some form or 
another from public revenues, which 
are derived either from taxation or from 
special sources. These sources have 
their origin in the inherent power of 
governments to tax or receive revenues 
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from special services rendered to the 
public. The tax characteristic, together 
with the tax exemption privilege, dis- 
tinguishes municipal securities from 
other classes of investment securities. 
Municipal securities are investment 
media affording the productive employ- 
ment of capital at a fixed and limited 
return as represented by the coupon of 
interest attached thereto. Their invest- 
ment qualitics are dependent upon the 
willingness and ability of the issuing 
political entity to make payments; that 
is to say, the capacity of the issuing 
entity to yield sufficient taxation through 
the inherent, acquired or sometimes 
granted power of taxation. Although 


are two broad classifications; those se- 
curities which are known as general ob- 
ligations and those which are known as 
special assessment or special tax obliga- 
tions. General obligation bonds are 
backed by the pledge of the full faith 
and credit of the issuing entity. They 
are payable, in theory at least, from 
unlimited general ad valorem taxation, 
except where there are tax limitation 
laws. On the other hand, special as- 
sessment or special tax obligations are 
not supported by the full faith and 
credit of the issuing entity. They are 
payable from special sources or reve- 
nues or special taxes and liens imposed 
upon specific properties or persons 


“Because of their tax characteristic, municipal securities were 
considered by investors to represent almost impregnable invest- 
ments media in former years, but this has changed in the past decade 

. The rapid expansion of state and local debts, coupled with 
the abuses of public credit and actual losses sustained by investors in 
many defaults, has been responsible for this condition, Municipal 
securities, like any other kind of investment, require special study 
and analysis to appraise their safety.” 


the power of taxation is theoretically 
unlimited, from the practical standpoint 
it is definitely restricted within the ca- 
pacity of the taxpayers to meet the 
taxation burden. This is determined 
by the wealth found and developed in 
the community. Because of their tax 
characteristic, municipal securities were 
considered by investors to represent 
almost impregnable investment media 
in former years, but this has changed 
in the past decade. Investors have been 
forced to alter their opinion regarding 
the qualities of these securities. The 
rapid expansion of state and local debts, 
coupled with abuses of the public credit 
and actual losses sustained by investors 
in many defaults, has been responsible 
for this condition. Municipal securities, 
like any other kind of investment, re- 
quire special study and analysis to ap- 
praise their safety. 

There are many kinds of “munici- 
pals” as there are many purposes for 
which these securities may be issued. 
From the investor’s standpoint, there 
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bene ted by a particular improvement. 
In addition to these two groups, there 
is a third classification of these secu- 
rities known as “revenue” or “income” 
bonds in which the “authority” and the 
“commission” obligations are placed. 
These are neither general obligations 
nor are they special assessment or spe- 
cial tax obligations. They are not pay- 
able from taxation, but from special 
revenues, which are derived by virtue 
of the rendering of a public service. 
Such revenues are derived from those 
using the facility or service. 


Municipal securities are usually given 
a title conforming with the purpose of 
issue. The title should not confuse the 
investor. The real question is the char- 
acter of the bond as explained above. 
Typical titles, among others, are the 
following: 


Water Bonds 
Sewer Bonds 
Improvement Bonds 
General Bonds 
Park Bonds 
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Corporate Stock 

Street Opening Bonds 
Electric Light Bonds 
Gas Bonds 

Road Bonds 

Bridge Bonds 

Paving Bonds 

Revenue Bonds 
Refunding Bonds 
Funding Bonds 

Relief Bonds 

Special Assessment Bonds 
Tax Anticipation Bonds 


Independent Civil Entities 


Independent civil entities, belonging 
to the swelling class of government 
agencies, embrace such civil divisions 
as the New York Port Authority and 
the Delaware River Bridge Commission. 
The “authority” or the “commission” 
is an ideal type of independent agency 
when the joint action of two or more 
states or localities is required for their 
creation. They have been utilized, how- 
ever, by localities in several instances 
to embark upon undertakings which 
they could not directly promote or to 
guard against adding to the liability of 
the taxpayers. These entities generally 
have no taxing power but derive their 
revenues from fees and charges imposed 
upon those using their facilities or serv- 
ices. Such agencies should have un- 
restricted power over their affairs and 
should be beyond political influences. 
They should have absolute control over 
rates and charges in order to maintain 
their solvency. The investment qual- 
ities of these bonds depends upon the 
trend of earnings and the ability of the 
enterprise to derive sufficient revenues 
from the operation of its properties to 
meet current expenses, pay interest 
upon the debt and have enough surplus 
to amortize the debt within the life of 
the improvement. For this reason, it 
is quite obvious that the economic use- 
fulness of the service rendered deter- 
mines the solvency of the enterprise. 

In analyzing the credit position of 
these entities, great importance is at- 
tached to the character of the enterprise, 
the nature of revenues and their rela- 
tionship to properties and debts. The 
analysis of the financial position of an 
independent district should follow the 
procedure employed -in_ interpreting 
financial statements of private corpora- 
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tions. Earnings and their relationship 
to operating expenses, debt service 
charges and debts are of dominating 
importance. The debt structure and 
maturities should be in reasonable re- 
lation to earnings and their trend. The 
history of the project or district, its 
origin, scope, reason for its creation, 
area served and the general character- 
istics of the undertaking, must be 
studied. It is expedient to ascertain the 
condition of their physical properties 
which should be adequately sustained 
by maintenance and reserves. Debts 
should be in reasonable relation to 
properties and within the revenue ca- 
pacity of the enterprise in order to 
provide adequate protection for the in- 
vested capital. A proven record of per- 
formance is preferable. 


Port of New York Authority 
The Port of New York Authority 


represents a district of this type. Its 
chief characteristic is the complete ab- 
sence of taxing power. The authority’s 
bonds derive their investment strength 
entirely by virtue of revenues received 
from tolls and rents placed upon those 
using its facilities and properties. Its 
combined revenues have been sufficient 
to meet all operating expenses, pay in- 
terest upon all of its outstanding bonds 
and to have an adequate surplus to re- 
tire the debt within a reasonable period 
of time. The authority has been created 
by the joint action of the States of New 
York and New Jersey. Its directors 
are appointed by the Governors of the 
two states. The board has unrestricted 
power with regard to the affairs of the 
enterprise. It has the power to fix its 
own rates charged for the use of its 
facilities. The investment qualities of 
its bonds, however, have come by vir- 
tue of the usefulness of the undertakings 
and their economic feasibility. Without 
these prerequisites, no undertaking can 
hope to survive. 

The New York Port Authority repre- 
sents an excellent example of what is 
meant by the economic usefulness as a 
factor of solvency. The authority op- 
erates five projects, not counting the 
Mid-Town Tunnel, which is not entirely 
completed. Of these projects, two or 
three have not been paying for them- 
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selves. The two bridges, connecting 
Staten Island with Bayonne, N. J., and 
until recently the 14th Street Building, 
are not carrying their way—that is, 
they are not earning sufficient revenues 
to meet their operating expenses, pay 
interest on their own debts, and have 
a surplus to amortize the debt. On the 
other hand, the Holland Tunnel, con- 
necting lower New York with Hoboken 
and the George Washington Bridge, con- 
necting upper New York with Hacken- 
sack, N. J., have been earning adequate 
revenues to meet operating expenses, 
interest on their respective debts and to 
amortize the debt, if given an orderly 
adjustment of their maturities. As a 
matter of fact, the authority found it 
expedient to inaugurate a refunding 
plan during 1935 through which all ob- 
ligations are met from the combined 
sources of all its facilities and prop- 
erties. In effect, the profitable projects 


have been carrying the load of those 
not paying their way. The refunding 
plan has been well received by the in- 
vestors inasmuch as the combined earn- 
ing power of the authority is ample to 
meet its combined financial require- 


ments. 
The Power of Borrowing 


Although the right of borrowing 
among municipalities is for the most 
part inherent, the power of contracting 
debts is actually regulated by the state. 
State governments are generally limited 
in their power of creating debts with- 
out the approval of the electorate. Mu- 
nicipal corporations enjoy a_ broader 
scope of incurring debts, but the right 
of borrowing has been reserved in most 
states to the people. The debt con- 
tracting power of districts is always 
granted by the state which regulates as 
well as limits the amount of their debts. 
As a matter of fact, municipal and 
quasi-municipal corporations and dis- 
tricts exist by the sufferance of the 
state. All their actions and functions 
are accountable to the state. Although 
local governments enjoy a certain de- 
gree of freedom in financial matters 
and other local questions, all their pow- 
ers are derived from the state. The 
most comprehensive laws regulating the 
terms and conditions under which mu- 


nicipal bonds may be issued are found 
in New Jersey. These laws are em- 
bodied in the so-called “Pierson Act” 
of the state. The law provides that 
“any county or municipality shall have 
power to borrow money and issue ne- 
gotiable bonds to pay any improvement 
or property which is or may be au- 
thorized or required by law to make or 
acquire or for any other purpose for 
which it is or authorized by law to un- 
dertake or for which it is authorized or 
required by law to make an appropria- 
tion or to refund bonds... or for 
one or more purposes.” The law also 
prescribes full provisions regarding 
terms and conditions of the bonds such 
as terms of years, interest rate, purpose 
of issue, and sources of payment. 


Importance of Legality 


The bond itself is an instrument or 
legal document evidencing the existence 
of debt. In his book on the legal as- 
pects of municipal bonds, Frasser 
Brown says in part: “The municipal 
bond is a creature of law. There is 
no other security which to the same 
extent as the municipal bond owes its 
incidents not only to law, but to statu- 
tory law. Its terms, its effects and its 
means of payment are all statutory.” 
Because of the many questions involved, 
the many types of bonds and the many 
purposes for which public securities 
may be issued, the legality is of para- 
mount importance. It has been said 
that “if municipal bonds are legal, 
they are good.” Although many omis- 
sions are often accidental, it does not 
alter the fact that municipal securities 
must be issued in accordance with the 
legal requirements of the state in order 
to be binding obligations. Many states 
have enacted strict laws protecting the 
legality of newly-marketed bonds. For 
instance, North Dakota issues a cer- 
tificate of validity with each bond issue. 
Georgia enters a judgment immediately 
upon the approval of new bonds. In 
Massachusetts, a certification of every 
bond issue is required from the local 
authorities by the State Bureau of 
Statistics. In Texas, under the law of 
1893, certification of bond issues is re- 
quired by the Attorney-General of the 
state. The most common method of 
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Forty-Two Broadway, 


insuring against illegality is that of us- 
ing the “estoppel” clause or the “bond 
recital.” If these clauses are incorpo- 
rated in the bond itself, the holder is 
protected against illegality of the is- 
sue. However, municipal bonds should 
be accompanied by the legal opinion 
of a competent counsel regarding their 
legality. 


The Tax Free Privilege 


Before closing this series, a word is 
again in order regarding the tax-exemp- 
tion privilege of municipal securities. 
These bonds are totally exempt from all 
Federal, state and local taxation, ex- 
cept estate and inheritance taxes. The 
tax exemption privilege applies either 
to principal or the income derived 
thereof. The Federal taxation applies 
to income and is graduated according 
to the income realized. Some states tax 
the principal of securities and some tax 
the income derived from them. Need- 
less to add, the tax-exemption privilege 
is of great importance, because it af- 
fects the net income realized from se- 
curities. The value of the exemption 
from Federal taxation depends upon 
the income of the individual. Under 
the Revenue Act of 1936, the yield from 
a tax free security of 3.50 per cent. is 
equal to a taxable return of 5.38 per 
cent. for an individual with income in 
the brackets of $50,000 to $56,000. In 
other words, this individual must real- 
ize 5.38 per cent. from taxable secu- 
rities to net him 3.50 per cent. after 
the payment of Federal taxes. The 


New York City 


taxation imposed by the states varies 
and it is as high as 8 mills or 8 per 
cent. of the income of the individual. 
Pennsylvania’s personal tax amounts to 
8 mills from which municipal securities 
issued within the state are exempted. 
Likewise, the personal income tax in 
the State of New York varies from 2 to 
7 per cent. from which municipal se- 
curities originating in the state are 
exempted. 

Tax-exempt securities have been the 
subject of special attacks by the Fed- 
eral Government since President Hard- 
ing’s administration. No definite steps 
have been taken to end the tax free 
privilege of these securities. The 
Supreme Court has held that, under ex- 
isting laws, municipal securities are 
immune from Federal taxation: It is 
the consensus that the way to tax these 
securities is by the introduction of a 
new amendment to the Federal Consti- 
tution. The states should be expected 
to oppose such proposals very strenu- 
ously. At any rate, it is generally be- 
lieved that the outstanding securities 
will not be affected. 

In these articles, the technique of ana- 
lyzing municipal securities was out- 
lined. No attempt was made to present 
an exhaustive exposition of the prob- 
lems and conditions involved, but it 
was aimed to present the highlights of 
a practical course, which might be 
profitably employed in appraising mu- 
nicipal credit. The technique outlined 
reflects generally the methods employed 
by experienced analysts in interpreting 
the qualities of municipal securities. 
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Groping toward an enduring 
prosperity 


Genuine recovery waits on the correction of 
certain basic defects in our economic machine 


By Ratpw W. MANUEL 


President, The Marquette National Bank, Minneapolis, Minn, 


ANY wise men appear to believe 

that if the Federal Government 

would drastically curtail its ex- 
penditures and balance its bugdet, and 
would repeal obstructive tax measures, 
and adequately revise our Social Secu- 
rity laws and the Wagner Labor Rela- 
tions Act, and if the President would 
whole heartedly codperate with the 
owners of capital and the managers of 
business, we would enjoy a prompt and 
satisfactory recovery. That, of course, 


sound banking system and the accident 
of a presidential election. This, also, 
is quite uncertain, however. 

Even if we assume that, at the end 
of three desperate years of the hard 
way, we were on the eve of recovery, 
the experience of 1930-32 certainly 
justifies doubt that a return to the old 
way now would bring about speedy 
recovery from this relapse. Not only 
is it quite doubtful that even a com- 
plete reversal of national policy would 


“Tt must be remembered that the great depression from which 
we still seek escape was born under a prudent and codperative 
administration with a balanced budget and without the troublesome 
laws of which we now complain.” 


is possible but by no means certain. It 
may well be that the matter of induc- 
ing recovery is not so simple as that. 

It must be remembered that the great 
depression from which we still seek 
escape was born under a prudent and 
codperative administration with a bal- 
anced budget and without the trouble- 
some laws of which we now complain. 
Under a conservative and codéperative 
President we sought recovery by the 
hard but presumably sound road of 
liquidation of our credit and price 
structures. This road led us, for nearly 
three years, deeper and deeper into a 
heartbreaking economic collapse. Per- 
haps we had reached the turning point 
in the middle of 1932. It may be that 
we missed the recovery road at that 
point only by the misfortune of an un- 
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save the present situation, but it is quite 
certain that no such reversal will or 
can take place. Attempts to restrict 
expenditures already have been aban- 
doned; the opposite course has been 
adopted, and further unbalancing of the 
budget must follow. Some tax revision 
is now under way, to be sure, and some 
coéperation, mainly of a negative sort, 
is foreshadowed, but the tax burden 
will not and cannot be greatly eased, 
and wholehearted coéperation appears 

impossible. 

Temporary Recovery Possible 

The spending and lending program 
to which we are now committed, if pur- 
sued with sufficient vigor and boldness, 
will produce temporary recovery at 
least, as it did before, and it may well 
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be that even an unsound and perhaps 
only temporary recovery is to be pre- 
ferred to no recovery at all. The pro- 
gram, if continued however, leads 
finally to the sort of inflation that is 
repudiation. 

Our dilemma, then, is this: On the 
one hand, the American people, right 
or wrong, have not the fortitude to 
travel the hard way of deflation again 
and this time to the end; and, on the 
other hand, the easy way of inflation 
leads through intoxication to delirium 
tremens. Even if genuine recovery 
were possible by either of these routes, 
it would be but for a brief period of 
years, as it has been in the past. Quite 
likely, either road finally leads to revo- 
lution, with an attempt to establish 
some new social order and the sabotage 
of much that has been gained through 
centuries of blood and toil. 

I think the situation is not entirely 
hopeless, however, because it is not 
necessary that we deflate ourselves out 
of this depression or inflate ourselves 
out of it. Our economic process can 
be made to function efficiently and con- 
tinuously on this flation level, as well 
as on any other, if we will eliminate 
the basic weakness in our economy. 
Without such elimination it will not 
function with enduring efficiency, even 
though we deflate to zero or inflate to 
the point of repudiation. This basic 
defect in our economic scheme is not 
a recent invention of ruthless interna- 
tional bankers or greedy economic 
royalists. It is not a new thing at all; 
it is a continuing imperfection in our 
otherwise marvelously efficient indus- 
trial economy. The nature of this im- 
perfection is such that it was less im- 
portant and troublesome in an economy 
of scarcity and becomes increasingly 
important and troublesome as our pro- 
duction becomes more abundant. Let 
us proceed to drag this obscure weak- 
ness out into the open and seek a cure 
for it. 


Simplifying the Problem 


The aggregate of economic activities 
of a hundred thirty million people 
scattered over a great country like ours 
constitutes a complicated and bewilder- 
ing picture that is very difficult to ex- 
44 


amine or analyze. To make the ele- 
ments of our problem more clearly 
visible, therefore, let us create a much 
simpler picture. 

Let us suppose that a hundred 
families occupy a completely isolated 
island. Let us suppose that because 
some have equipment and some have 
not, these families undertake to raise 
their potatoes collectively. Naturally, 
each family will be entitled to receive 
its share of the crop in proportion to 
the contribution which it has made to 


the production thereof. One of their 


number might be appointed to engineer 
the operation and he might, from day 
to day, deliver to each family claim 
checks evidencing the contribution that 
it has made. When the crop has been 
harvested and a sufficient amount put 
away for seed, there might be a thou- 
sand bushels of potatoes in the pile 
and there might be a thousand claim 
checks outstanding. Manifestly each 
family would be entitled to take away 
as many bushels of potatoes as it pos- 
sessed claim checks. 

If the crop is meager and each fam- 
ily has made contributions only ap- 
proximately in proportion to its needs 
for potatoes, each family will probably 
take away its full share and the whole 
transaction will clear. If, however, the 
crop is abundant and some families 
have acquired claim checks substan- 
tially out of proportion to their needs 
for potatoes, these families may choose 
to present only part of their claim 
checks and to save the remainder for 
use in some future season. The man- 
ager of the enterprise may then find that 
a hundred bushels of potatoes remain 
uncalled for. The less fortunate fam- 
ilies will have received their full shares 
of the crop, and the more fortunate 
families will have received all they can 
use, so the enterprise appears to have 
been a complete success, but what about 
the hundred claim checks that are still 
outstanding? Shall the families who 
neglected or refused to accept their 
shares of this year’s crop be permitted 
to claim shares of next year’s crop in- 
stead? Manifestly not because these 
claim checks do not evidence any con- 
tribution to the production of next 
year’s crop, and the whole of next 
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years crop will belong to those who 
produce it. 

Obviously, the inherent right of the 
contributor to the production of this 
year’s crop is a right to his share of 
that crop, and that right is necessarily 
a temporary one to be exercised in due 
course or lost. This plan of collec- 
tive production can function only by 
repudiating, at the beginning of each 
new season, the claim checks that have 
been issued during previous seasons, 
and have not been presented. This prin- 
ciple is not recognized, however, in our 
complicated modern economic scheme. 

The failure of the economic process, 


readily exchange quantities of trans- 
portation service for the things they re- 
quire. This difficulty has been over- 
come by the development of our rather 
marvelous technique of distributing the 
product of our economy through the de- 
vice of money income. Each con- 
tributor receives, instead of his share 
of the particular product which he has 
helped to create, a quantity of money 
of some sort, presumably equal to his 
share of the money sale value of the 
whole product of the producing unit 
in which he participates. 

This money ordinarily is not wealth 
in itself, but partakes of the nature of 


“Our dilemma, then, is this: On the one hand, the American 
people, right or wrong, have not the fortitude to travel the hard 
way of deflation again and this time to the end; and, on the other 
hand, the easy way of inflation leads through intoxication to de- 


lirium tremens.” 


through which we make our living in 
the world, to function adequately and 
continuously appears to result mainly 
from our attempt to permit participants 
in this process to suspend or postpone 
indefinitely the exercise of their right 
to claim their respective shares of the 
common product. 


The Principle of Capitalism 


Private capitalism rests squarely 
upon a very simple principle; namely, 
that what a man creates belongs to him. 
It follows, of course, that what several 
or many men create jointly or collec- 
tively belongs to those who have con- 
tributed to its creation, in proportion 
to their several contributions. Some 
contribute the work of their bodies and 
minds; some contribute the use of their 
possessions, called capital, and some, of 
course, contribute in both ways. 

The inherent right of the men who 
build railway tracks and terminals, and 
operate the trains, and the men who 
provide railway capital, is the right to 
their several shares of the transporta- 
tion service thereby created; but men 
cannot eat or wear transportation serv- 
ice, and neither could these contributors 
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claim checks evidencing the rights of 
the several contributors to claim in the 
markets goods and services of their own 
choosing, to the extent of the contribu- 
tions they have made. It is distributed 
as wages, salaries, fees, commissions, 
royalties, rents, interest, dividends, and 
profits, and becomes the money income 
of the country. This money income is 
always roughly just enough to buy the 
whole collectively created product of 
our economy at the existing price level. 
By this device of money income, we 
accomplish the enormously important 
purpose of converting each contributor’s 
inherent right to his share of the par- 
ticular product he has helped to create, 
into the vastly broader right to claim 
in the markets an equivalent amount of 
the product of all producing units. 


Weakness in Our Money Economy 


Not content, however, with this com- 
plete freedom of choice as to the par- 
ticular goods and services in which we 
will accept reward for our contribu- 
tions, we individually claim the further 
privilege of choosing the time when we 
will make our choice and accept our 
shares. We claim the privilege of tak- 
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ing our shares now, or suspending, as 
long as we please, the exercise of our 
right to choose and to take. This ap- 
pears to be inherently impossible and, 
here, we appear to be confronted with 
the basic weakness in our money 
economy, 

Manifestly, all contributors to the 
economic process of creating useful 
goods and services must take their pay 
in the goods and services which the pro- 
cess creates. Society has and can have 
nothing else with which to pay them. 
Our beautiful scheme of distributing 
the product of our economy through the 
device of money income rests upon the 
presumption that the recipients of this 
money income, or those to whom they 
give or lend or trade it, will bring it 
into the markets in due course to claim 
their respective shares. It is unwork- 
able on any other basis. Our economy 
must clear through the markets, and 
only to the extent that it does so clear 
can production and employment con- 
tinue. 

When substantially all the money in- 
come currently generated by our 
economic process does flow back 
through the markets without undue 
delay, and no other money appears in 
the markets, the stream of money pur- 
chasing power flowing into the markets 
is roughly just enough to buy the 
whole product of goods and services at 
the existing price level. Effective de- 
mand and available supply are bal- 
anced; producers are assured of a 
market for all they can produce, and 
production and employment tend to 
expand until all available labor and 
equipment are in use. 

When contributors suspend the ex- 
ercise of their rights to claim a sub- 
stantial portion of their shares, how- 
ever, and hoard a substantial part of 
their current money income either in 
mattresses or in idle bank deposits, a 
corresponding part of the current 
product tends to be without a market. 
If no other money appears in the 
markets to take the place of that which 
is so hoarded, the stream of money 
purchasing power flowing into the 
markets is less than enough to buy the 
current product at the existirig: price 
level. Our economy seeks to adjust 
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itself to this situation through the price 
mechanism, and prices must fall to a 
level at which that part of the current 
money income which does flow back 
through the markets will buy the whole 
current product. Falling prices destroy 
profits, discourage production, and 
create unemployment of men and ma- 
chines. Vanishing profits make new 
investments unattractive and encourage 
further hoarding of current money in- 
come. This is the familiar vicious 


cycle of deflation which feeds upon 
itself and produces major depressions. 


Cause of Rising Prices 


On the other hand; when the con- 
tributors claim substantially all of their 
shares and more too, bringing into the 
markets their whole current money in- 
comes and some of their previously 
hoarded incomes besides, the stream of 
money purchasing power flowing into 
the markets is more than enough to 
buy the whole current product at the 
existing price level. Our economy seeks 
to adjust itself to this situation also 
through the price mechanism and prices 
must rise to a level at which the current 
product will absorb the whole current 
money income and the currently dis- 
gorged old hoards also. Rising prices 
increase profits, encourage production, 
and create additional employment for 
men and machines. Better profits make 
investment opportunities more attrac- 
tive and encourage further disgorging 
of old hoards. This is the familiar 
vicious cycle of inflation which also 
feeds upon itself and produces major 
booms. 

Hoarding and disgorging of money 
income are not, however, the only 
causes of economic distortion. Persons 
desiring to claim more currently created 
goods and services than correspond to 
their current contributions to the 
economic process and, therefore, more 
than their current money incomes will 
pay for, besides bringing forth previ- 
ously hoarded money income, also 
bring into the markets money that is 
not and never was income. This money 
is monetized claims against fixed assets 
and is created by capital loans at com- 
mercial banks. This sort of bank money 
does not reach the consumers as cur- 
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rent money income, as does the bank 
money created by monetizing the claims 
of entrepreneurs against goods and 
services in process of creation, but be- 
comes money purchasing power in addi- 
tion to the current money income. 
Bringing it into the markets has pre- 
cisely the same inflationary influence 
as has the disgorging of old hoards. 
On the other hand, persons who are 
unwilling to accept their full shares of 
the current product of our economy, 
besides hoarding current money income, 
may use current money income to pay 
previously created capital loans at com- 
mercial banks, and collection pressure 
by banks may compel such use, even 
by persons who would otherwise spend 
or invest their money incomes. Divert- 
ing current money income away from 


represents their current contributions, 
in the boom phase, and the refusal of 
many contributors to the economic 
process to accept their full shares of 
the economic product, in the depression 
phase. These phenomena manifest 
themselves, during the boom phase, in 
the intrusion into the markets of previ- 
ously hoarded money income, and bank 
money newly created by capital loans 
at commercial banks; and, in the de- 
pression phase, in the diversion of cur- 
rent money income away from the pur- 
chase of currently created goods and 
services into temporary hoarding, and 
into the payment of capital bank loans. 


Prohibit Capital Loans 


The distorting influences that arise 
through the misuse of the banking 


“When the evils of hoarding money income and creating bank 
money for alleged investment have been eliminated, the demands to 
‘share the wealth’ and ‘redistribute the income’ will be forgotten. 
Those who work for a living will be happy in their much desired 
opportunity continuously to earn adequate and increasing incomes, 
and investors will find their own incomes not decreased but in- 


creased and stablized.” 


the purchase of currently created goods 
and services into the payment of these 
bank loans has precisely the same de- 
flationary effect as has diverting it into 
hoarding. 

Minor, and even substantial fluctua- 
tions in the volume of economic activ- 
ity arise from millions of individual de- 
cisions by millions of individual par- 
ticipants in the economic process moti- 
vated by innumerable circumstances. 
These moderate fluctuations arising 
from the interplay of a multitude of 
nonmonetary influences are in no wise 
unnatural; require no labored explana- 
tion, and produce, in themselves, no dis- 
astrous results. The conversion of these 
accidental and entirely natural move- 
ments of expansion and contraction into 
wild booms on the one hand, and 
economic debacles on the other hand, 
however, appears to he the result 
mainly of the demand of many persons 
for more of the current product than 
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process can be, and should be elimi- 
nated by the very simple act of pro- 
hibiting the making of capital loans and 
investments by commercial banks ex- 
cept with the separate funds of their 
savings and time depositors. Monetiz- 
ing these unliquid claims against fixed 
assets is an unneeded and unwarranted 
perversion of the banking process. It 
is unneeded because currently saved 
money income is always sufficient to 
finance all the capital goods we are 
able to produce. It is unwarranted be- 
cause the bank money so created has no 
honest foundation in currently created 
goods and services in which it presently 
will be redeemed. 

Elimination of the distortions of our 
economy that arise from the antisocial 
acts of hoarding current money income, 
and subsequently disgorging it, is vastly 
more difficult than the elimination of 
those arising from the misuse of the 
banking process. It would appear, 
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however, that any sane approach to this 
vexing problem must begin with a clear 
recognition of the fact that the right of 
the contributors to the economic process 
to claim their respective shares of the 
goods and services created by that 
process is inherently a temporary right 
—a right which must be exercised in 
due course or forfeited. It does not 
follow, because one contributes to the 
now current economic process and 
thereby acquires a right to share in the 
current product, that he may decline 
to accept his share and, perhaps, ten 
years from now, when the product 
which he helped to create has been con- 
sumed or permitted to waste, go into 
the markets and claim a share of the 
then current product, to the creation of 
which he has made no contribution, and 
all of which already belongs to those 
who have contributed to its creation. 
The failure of the contributor to claim 
his share is an abandonment of prop- 
erty, and the share which he abandons, 
like any other abandoned property, 
must somehow escheat to the state and 
be used by the state for the common 
good. 


As a matter of fact, it is not escheat 
but the threat of escheat that is re- 


quired. Legal provision for escheat 
will not produce escheat because all 
contributors will choose to use their 
money income rather than lose it, which 
is exactly what is desired. What is 
necessary is that the markets be relieved 
of the currently created goods and 
services which belong to the contribu- 
tors; that the money income generated 
by the economic process be presented 
for redemption in the goods and serv- 
ices created by that process. 


Preservation of the capitalistic sys- 
tem does not require that the owners 
of capital divide their possessions with 
the poor. It does not even require a 
forced redistribution of income. It 
does require, however, that those who 
receive substantial money incomes use 
them. That does not mean that they 
must spend them. It means. only, that 
they must invest promptly that part of 
their money income which they do not 
choose to spend. Money incomes are 
the claim checks which our economy 


issues to those who participate in it, 
to enable them to claim, in the markets, 
their respective shares of the common 
product. Economic equilibrium de- 
pends upon these claim checks coming 
back. 

The smooth functioning of our cap- 
italistic economy also requires that we 
cease trying to invest money income 
that does not yet exist. This does not 
mean that money for the purpose of 
implementing the economic process 
should not be created by borrowers and 
their banks. It does mean that money 
must not be so created for the purpose 
of speculation or alleged investment. 

When the evils of hoarding money 
income and creating bank money for 
alleged investment have been elimi- 
nated, the demands to “share the 
wealth” and “redistribute the income” 
will be forgotten. Those who work for 
a living will be happy in their much 
desired opportunity continuously to 
earn adequate and increasing incomes, 
and investors will find their own in- 
comes, not decreased but increased, and 


stabilized. 
© 


LIFE OR DEATH! WHICH 


RARELY or never was the future more 
uncertain than at the present time. Polli- 
tically no one can estimate what is 
likely to happen either nationally or 
internationally. There are few govern- 
ments that are certain of remaining in 
power or nations that are free from the 
anxiety of war or of revolution. Many 
nations are arming themselves with 
feverish haste in order to be prepared 
for eventualities either internal or ex- 
ternal. But what these eventualities are 
likely to be no one can foresee. Econo- 
mically no nation can be sure of con- 
tinued well-being. Indeed, every nation 
is very much concerned about its 
economic or financial future. Political 
uncertainty is creating economic and 
financial uncertainty, and economic and 
financial uncertainty is creating politi- 
cal uncertainty. Unfortunately, the 
vicious circle is growing wider and 
wider and the world is approaching a 
state of political, economic and finan- 
cial collapse——Sir George Parish in 
The Statist (London). 
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Taxation of trust ineome distrib- 
utable to non-resident aliens 


HE Federal income tax on the in- 

come of a trust fund is, as a gen- 

eral rule, the same as the tax levied 
upon individuals. (Sec. 161 Revenue 
Act.) In computing the net income of 
the trust, the amount of the income 
which is to be distributed currently by 
the fiduciary to the beneficiaries may 
be deducted, but the amount so allowed 
as a deduction shall be included in 
computing the net income of the bene- 
ficiaries (Sec. 162 (b) Revenue Act). 
The duty to pay the tax on the income 
distributed to the beneficiaries is thus 
cast upon the latter, and the trustee is 
not directly concerned with this obliga- 
tion. 

The problem is a different one if 
one or more beneficiaries of the trust 
are non-resident aliens. In such cases 
the trustee is required to deduct and 
withhold as an agent of the United 
States Government, from the annual or 
periodical gains, profits, and income 
of such beneficiary a tax equal to 10 
per cent. thereof (Sec. 143 (b) Reve- 
nue Act). 

The question has recently arisen 
whether the duty of the trustee to with- 
hold 10 per cent. of the income dis- 
tributable to a non-resident alien in- 
dividual, and the taxability of such 
income, extends as well to that part of 
the distributable share of such bene- 
ficiary which consists not of interest or 
dividends, but of capital gain. Suppose 
the trust instrument orders the trustee 
to invest and reinvest the money, and 
to distribute, along with the yearly in- 
come of the corpus, all gains resulting 
from buying and selling securities. Is 
such gain thus distributed taxable to 
a non-resident alien individual? 

The question has to be answered in 
the affirmative if the non-resident alien 
individual is engaged in trade or busi- 
ness in the United States.or has an office 
or place of business therein. In such 
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case distributions made to non-resident 
aliens are taxable for the recipients 
whether the distributions consist of 
dividends, interest, or capital gain. 
Such alien beneficiaries are subject to 
the normal tax and the surtax upon all 
their net income derived from sources 
within the United States. As no spe- 
cial qualifications are set forth in re- 
gard to the nature of the income thus 
taxable, income consisting of capital 
gain is taxable along with all other 
kinds of income. 

If, however, the non-resident alien 
beneficiary is neither engaged in trade 
nor business in the United States nor 
has an office or place of business 
therein, the normal tax and the surtax 
on the net income derived from sources 
within the United States do not apply. 
Sec. 211 (a) of the Revenue Act pro- 
vides for such cases that, in lieu of 
the general tax, a tax of 10 per cent. 
shall be levied upon the amount re- 
ceived from sources within the United 
States, as “interest, dividends, rents, 
salaries, wages, premiums, annuities, 
compensations, remunerations, emolu- 
ments, or other fixed or determinable 
annual or periodical gains, profits, and 
income. ...” Does this definition of 
taxable income include capital gains 
received by a non-resident alien bene- 
ficiary from a domestic fiduciary? 

The Treasury, in a recent ruling 
(I. T. 3160, 1938-6-9195), answers the 
question in the affirmative. The deci- 
sion is founded on the wording of In- 
come Tax Regulation 94, Art. 143-2, 
where it is said that the share of the 
income of a trust which is distributable 
to a non-resident alien beneficiary con- 
stitutes fixed or determinable annual or 
periodical income. This reasoning, 
however, is not persuasive. The cita- 
tion in the Treasury ruling is only a 
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part of the definition of fixed or deter- 
minable income as contained in Regula- 
tion 94, supra. It is said there, that 
“income is fixed when it is to be paid 
in amounts definitely predetermined. 
Income is determinable whenever there 
is a basis of calculation by which the 
amount to be paid may be ascertained.” 
It is self-evident that the capital gain 
distributed from the trust is no “fixed 
income” under this definition. It seems, 
however, equally clear that it is not 
“determinable income.” If “determin- 
able income” can be at all distinguished 
from other kinds of income, it must 
be of such nature that it can, at a cer- 
tain degree, be determined before it is 
actually realized. If “determinable” 
refers only to a period of time starting 
after the income has been realized, all 
taxable income would be “determin- 
able,” because no pro rata tax can be 
imposed unless the income or gain can 
be determined. It is, however, char- 


acteristic of the conception of capital 
gain that the gain is not susceptible of 
determination before it has actually 
been realized, because the inchoation 
of the gain depends upon separate, en- 
tirely disconnected, and therefore in- 


determinable, acts and facts, and there 
is no basis of calculation by which the 
possible gain to be made may be as- 
certained. Income Tax Regulation 94, 
Art. 143-2-2 states, therefore, expressly 
that “the income derived from the sale 
in the United States of property, 
whether real or personal, is not fixed 
or determinable annual or periodical 
income.” Such kind of income, how- 
ever, is typical “capital gain,” and the 
regulation thus clearly answers our 
question in the negative. 


It has been, so far as can be ascer- 
tained, generally recognized that capi- 
tal gains realized by non-resident alien 
individuals without office or business in 
the United States are, under the pres- 
ent Revenue Act, not liable to income 
tax. There is no reason to distinguish 
between capital gain realized directly 
by such alien, and capital gain accrued 
to the alien through the intermedium 
of a trust fund. The gain realized by 
the trust as capital gain is exactly in 
the same manner indeterminable as if 
the beneficiary had made it on his own 
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account, and the income does not be- 
come “determinable” merely by the 
fact that, as, if, and when realized, it 
will be distributed to the beneficiary. 
The citation in the Treasury ruling from 
Reg. 94, Art. 143-2, “The share of the 
income of ...a trust... which is 
distributable, whether distributed or 
not, or which has been paid or credited 
during the taxable year to a non-resi- 
dent alien beneficiary . . . constitutes 
fixed or determinable annual or periodi- 
cal income,” does not deal with the 
problem whether or not “capital gain” 
is included in “determinable income.” 
The fact that immediately afterwards 
it is set forth in the regulation that in- 
come derived from sale of property is 
not determinable income, suggests that 
it was supposed that “income of a 
trust” would not mean “income of a 
trust also if derived from sale of prop- 
erty.” If such was intended to be the 
meaning, it can be safely assumed that 
it would have been said so. 


In concluding, it can be stated that, 
while under the above Treasury ruling 
capital gain from a trust distributable 
to a non-resident alien individual 
would be liable to the 10 per cent. in- 
come tax, and the trustee must withhold 
such amount, the law does not seem to 
sustain such tax. The courts, if such 
case should come up, may decide differ- 
ently and declare such income to be 
not liable to the income tax. The prob- 
lem is of considerable practical im- 
portance, because there are numerous 
trusts under which some of the bene- 
ficiaries are non-resident aliens. If the 
alien beneficiaries of such trusts are 
thus made liable to income tax dis- 
tribution consisting of capital gains. 
grantors may hesitate to settle new 
trusts of such kind, and some may even 
feel justified in dissolving those trusts 
and give the capital to the respective 
individuals so that the capital gain would 
no longer be subject to this tax. The 
consequence would be that the trust 
companies may lose desirable, legiti- 
mate business, and long-term invest- 
ments wisely administered by well- 
equipped trust companies would turn 
back into individual control, which may 
greatly intensify the “hot money” 
problem. 
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CREDIT LIFE INSURANCE 


An essential aid in reducing the risks 
of the personal loan business .... . 


By N. A. NEtson, Jr. 
General Manager, Old Republic Credit Life Insurance Company 


URING the past four years, the 
D profit opportunities available in 
the personal loan field have 
drawn the attention of an increasingly 
large number of commercial banks, 
especially in industrial and commercial 
centers. According to recent reports 
the volume of this type of business 
handled by commercial banks between 
the beginning of 1935 and the end of 
1936 increased 300 per cent. Estimates 
place the volume now outstanding at 
more than $200,000,000. 

This increase in volume is probably 
illustrated more strikingly by figures 
just released by the Bank of America 
(California). In the six years from 
1929 through 1935 their personal loans 
totaled $11,490,000. In 1936 the total 
reached $12,260,000 or more than the 
total for the entire six years previous. 
Last year the volume reached $20,- 
069,000. In fairness, however, it must 
be stated that this unusual increase was 
largely due to a change in policy per- 
mitting the acceptance of one-name 
paper. 

The widespread increase in personal 
loan departments has not been confined 
to any one section of the country nor 
to any particular size of bank. There 
is a small bank in Kentucky, for ex- 
ample, that realized over 50 per cent. 
of its total profits last year from per- 
sonal loans—and there is a huge insti- 
tution in New York, with branches 
and correspondents throughout the 
world, whose personal loan department 
has been exceedingly active and profit- 
able for over 12 years. 

The fact is, whether on Wall Street 
or Main Street, personal loan depart- 
ments are winning general recognition 
as profitable outlets for substantial 
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amounts of uninvested funds, provided 
they are operated under proper safe- 
guards. 


Insuring the Collateral 
One such safeguard is requiring in- 
surance on collateral. This is not a 
new principle. Banks have long been 


‘‘Banks have long been accus- 
tomed to require insurance on 
collateral deposited for a loan. 
With respect to personal loans it 
is merely the application of an 
old principle to a new field. Col- 
lateral on personal loans consists 
of the character and earning 
power of the borrower. These 
assets are destroyed in the event 
of the death of the latter, Many 
bankers, therefore, have found it 
advisable to place insurance on 
the lives of the borrowers of per- 
sonal loans in the amount and for 
the term of the loans.’’ 


accustomed to require insurance on 


collateral deposited for a loan. With 
respect to personal loans it is merely 
the application of an old principle to 
a new field. Collateral on personal 
loans consists of the character and 
earning power of the borrower. These 
assets are destroyed in the event of the 
death of the latter. Many bankers, 
therefore, have found it advisable to 
place insurance on the lives of the 
borrowers of personal loans in the 
amount and for the term of the loans. 
This is commonly referred to as “credit 
life insurance.” 

Credit life insurance is readily adapt- 
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able to function smoothly and simply 
in the handling of personal loans. 
Under the optional coverage plan, 
sometimes known as the selective plan, 
a group contract is issued to the bank 
covering the lives of all borrowers 
whose names are submitted for insur- 
ance. This provides for the payment 
of the balance due in the event of the 
death of the borrower during the term 
for which the insurance was written. 
Being written on a decreasing basis, it 
is applicable, of course, only to loans 
which are repayable in weekly or 
monthly installments. 

As the lives of borrowers are cov- 
ered, the names of those insured are 
listed on a register sheet which is made 
in duplicate. The original is forwarded 
once each week to the insurance com- 
pany and the carbon retained for the 
record of the bank. The borrower is 
not required to sign an application but 
merely receives a receipt and certificate 
at the time the premium is paid by him. 

In the event of the death of the bor- 
rower, the primary interest of the bank 
is obviously to have the loan liquidated 
promptly and without red tape. The 
leading companies offering this type of 
coverage, issue an extremely liberal 
contract providing for payment of the 
entire balance due on the original 
amount regardless of deliquencies. Pay- 
ment is made for death from any cause 
whatsoever, including suicide. 

Under this optional or selective cov- 
erage plan the bank is not required to 
write any specified amount of insur- 
ance nor to insure any given number of 
lives. The plan is entirely optional 
with each individual borrower. The 
contract is terminable by the bank at 
any time and does not place it under 
obligation. The only requirement ex- 
acted is that the bank act in good faith 
and exercise ordinary prudence in sub- 
mitting risks apparently in normal 
health. 

The charge to the borrower is a flat 
rate of $1.00 per $100 on loans run- 
ning for a period of one year and in- 
cluding all ages up to 60 years. Loans 
running for an odd number of months 
may be insured at the proportionate rate 
of 8 1/3c. per month per $100 of the 
initial amount loaned. The person 


designated by the bank is licensed as 
agent and in making settlement of the 
net premiums at the close of each 
month merely deducts the commission 
due and forwards a check for the re- 
maining net. 


Blanket Coverage 


Another form of coverage widely 
used by many commercial banks is the 
blanket form of coverage many times 
referred to as the collective coverage. 
Under this type of protection a master 
contract is issued to the bank covering 
its entire outstanding balance of per- 
sonal loans. Under this plan of opera- 
tion the individual names of the bor- 
rowers are not tabulated or submitted 
to the company. In lieu of this the 
banks submits a certificate once each 
month certifying as to the outstanding 
balances and remitting a check of $1.00 
for each $1,000 of loans outstanding. 
Under this form of coverage the cost 
of protection is ordinarily paid for by 
the bank and used as a means of at- 
tracting business and creating good 
will. As under the first plan, there is 
no application required from the bor- 
rower nor any medical examination or 
other requirements. The main ad- 
vantage in using this type of coverage 
lies in the fact that all detail of every 
nature is completely eliminated and the 
bank is merley required to certify 
once each month as to the outstanding 
balance. 

This type of protection naturally can 
be written by any company licensed to 
engage in the life insurance business. 
The great majority of banks, however, 
have found it advisable to deal with a 
company specializing in this one par- 
ticular line of business. The reasons 
for this are many. In underwriting a 
life risk, the ordinary life company is 
speculating as to whether the applicant 
proposed will live for a normal life ex- 
pectancy according to his then attained 
age. Obviously these rules of under- 
writing do not apply where the risk 
presented is under one of the foregoing 
plans, as the underwriting problem 
then resolves itself in to whether the 
applicant is a fit risk for insurance 
running for a period of one year. 

Again in the handling of claims there 
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NATIONAL BANK 
OF DETROIT 


Statement of Condition, June 30, 1938 


RESOURCES 


Cash on Hand and Due from 

Other Banks . . $137,612,620.55 
United States Government Obli- 

gations, direct and/or ies 

guaranteed... 200,822,269.67 
Other Securities . 11,218,271.51 
Stock in Federal Reserve Bank . 750,000.00 
Loans and Discounts eriet erie 48,554,693.39 
Real Estate Mortgages . . . 9,778,905.68 
Overdrafts re 14,083.39 
Real Estate (24 ‘Branch Bank 

Buildings) . 786,365.11 
Accrued Income Receivable— Net ‘ $ 987,763.64 
Prepaid Expense . . 73,456.29 
Customers’ Liability Susiaiege of 

Acceptances and Letters of 

CRON. eva ce a ee 1,818,692.21 


TOTAL RESOURCES . eee arrata Oey al $412,417,121.44 


LIABILITIES 
Deposits: 
Commercial, Bank and Savings $342,346,389.51 
U.S. Government. . ° 10,720,164.25 
Treasurer—State of Michigan 11,922,708.48 
Other Public Deposits oe 14,195,906.98 $379,185,169.22 
Capital Account: 
Preferred Stock (Paid in). . 10,000,000.00 
Common Stock 
(Paid in $5,000,000.00— 
Earned $2,500,000.00) . . 7,500,000.00 
Surplus (Paid in $5,000,000.00 
—Earned $2,500,000.00) . 7,500,000.00 
Undivided Profits (Paid in 
$2,500,000.00—Earned 
$3,395,20000) 5. ee 4,835,298.69 29,835,298.69 
Reserve for Common Stock 
Dividend No. 8 payable August 1,1938 . . 375,000.00 
Reserves . . . 1,202,961.32 
Our Liability Gaianes of Acceptances and Letters 
of Credit . . ir ee ee ae 1,818,692.21 


TOTAL LIABILITIES. rae mae ey 
United States Government Securities carried at $28,950,000.00 
in the foregoing statement are pledged to secure public and 
trust deposits and for other purposes required by law. 
De 
Member Fede:.i Deposit Insurance Corporation 
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is a sharp difference between the han- 
dling of an ordinary claim and one 
presented under a credit life insurance 
policy. Under the former, inquiry is 
usually made, on early claims, to es- 
tablish whether or not fraud has been 
practised on the company and whether 
the insured might have been suffering 
at the time of the application, from the 
ailment causing his death. Under the 
credit plan a company specializing in 
this line of business will usually 
eliminate consideration of these factors 
and resolve the question down to the 
fact as to whether the banker was act- 
ing in good faith in submitting the risk 
and, whether the party was actually en- 
gaged in the duties of his occupation at 
the time he was insured. 

Companies specializing in this line 
of business, because of ihe volume 
transacted, are also in a position to 
furnish advertising material and lobby 
displays which are not furnished by the 
ordinary company. These are of mate- 
rial assistance in helping the bank to 
convey to the public the idea that the 
insurance coverage is presented as a 
service for the protection of the bor- 
rower as well as the co-makers and the 
estate. 

The advantages accruing to the bank 
from the use of credit life insurance are 
many and far reaching. In the event 
of the death of a borrower there is no 
necessity of turning the indebtedness 
over to the collection department, 
pressing the estate and the co-makers 
and creating a considerable amount of 
ill-will. A simple form is filled out 
and filed with the company and a check 
is forwarded covering the entire bal- 
ance due and thereby cancelling the 
obligation. Many instances have been 
cited by banks using this service where 
the insurance on the borrower was un- 
known either to the co-workers or to 
the borrower’s family. After the death 
of the borrower the co-makers and 
widow have come into the bank with 
fear and misgivings to inquire as to the 
balance for which they might be liable. 
It can well be imagined the relief and 
pleasure shown by the co-makers when 
advised that the obligation has been 
cancelled by reason of the fact that the 
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loan was protected against the death of 
the borrower. .This factor alone has 
resulted in thousands of dollars of 
good will being created through word 
of mouth advertising. 


10) 


WHAT THE CUSTOMER THINKS 


The paying teller’s window is all the 
bank I know. 

I never met the officers bent o’er their 
desks so low. 

But when I bank my money, or want 
to cash a check; 

Or need some information, I say, “by 
heck,” 

I'll see the paying teller, he’s pleasant 
as can be. 

And he never seems too busy to stop 
and wait on me. 

“Good morning,” he says, smiling, 
when he takes my money in. 

And “thank you,” when he hands me 
back the little book so thin. 


One day there was a line of twenty men 
or more 

Awaiting for that teller to count their 
money o'er, 

I stood my turn and waited, a-saying to 
myself 

“I bet he doesn’t smile today, when he 
counts my little pelf!” 

But when I reached the window and 
looked him in the eye, 

Jiminy crickets! If he didn’t stop and 
cry, 

“Good morning, Mr. Jimson!—Yes, sir, 
and how are you?” 


I'll tell you, it made me feel good just 
through and through. 

And that is just the reason I keep my 
money there, 

Because that teller’s friendly and treats 
me fair and square. 

And no other bank in town, no matter 
how they try, 

Will get my bank account from now on 
till I die 

As long as I am waited on by teller 
number three 

For just betwixt us two, he’s the whole 
dern bank to me. 


—The Tarheel Banker. 
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The furnishing of credit 
reports should provide a 
steady source of income 


T one time banks had many added 

auxiliary services that aided them 

in maintaining a steady income. 
In the old days the banker wrote most 
of the insurance, life and otherwise, 
handled 99 per cent. of the real estate 
deals and was even the sole loaning 
agency. Now the banker writes little 
insurance, in fact buys his own and the 
banks from some customer. The real 
estate is handled by a licensed real 
estate man, who has a private office 
and also makes farm loans. Each com- 
munity has several finance companies, 
besides private individuals that are 
loaning money in competition to the 


bank. 


Along with the loss of this extra in- 
come, we find the banker faced with a 
number of added expenses. Deposit 
insurance, while a good thing in restor- 
ing public confidence is borne by the 
bank and costs a bank with around a 
million dollars deposits, a hundred 
dollars a month. Social security insur- 
ance is another added expense. Burg- 
lary insurance has not taken any sudden 
drop with the advent of the G men. 
Supplies are higher and due to go still 
higher. Faced with this problem every 
banker realizes that he must coax all 
the extra income possible from his in- 
stitution. 


One source of revenue that may at 
first be small but that can be built into 
a profitable and steady income is that 
of making credit reports. With credit 
bureaus springing up in every town of 
a few thousand it may mean that this 
revenue will soon be lost to “outside” 
competition. 

However, if the banker will work 
diligently at the reports the danger may 
be avoided. Credit bureaus may check 
and double check but any credit man 
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would much prefer a report from a 
bank. The credit bureau deals in 
second-hand information and many 
times reports are biased. The bank’s 
information is first hand and the in- 
formation although conservative is 
not swayed by likes or dislikes. If a 
person wishes to purchase a new dining 
room set, he would rather buy a new 
one than one from a_ second-hand 
dealer, providing the cost is the same. 

Many bankers hesitate to supply 
credit reports, feeling that they are be- 
traying a customer’s confidence. This 
is not the case because, in the first 
place, many credit reports are sent to 
the bank for the very reason that the 
customer gave the bank as reference. 
If this is the case it is the duty of the 
bank to supply the report. In the 
second place, if the customer is honest 
he can offer no real objection as the 
supplying of the report from reliable 
information is really a service to him. 

Aside from this hesitancy in supply- 
ing reports some bankers feel that credit 
reports do not pay their way and they 
hate to fill out the report forms. The 
usual rate for a report is twenty-five 
cents, and as the report takes only a 
few minutes I know of no other way 
that a bank can make a quarter easier 
or quicker. Our service charge rate is 
fifty cents for a balance under fifty 
dollars, in other words a service charge 
customer may write a number of checks 
and have us keep books for him and 
pay only fifty cents. While two credit 
reports consuming at the most ten 
minutes would bring in this amount. If 
the service charge is a paying proposi- 
tion, then the credit report must be 
doubly so. 





Many reports are received marked: 
“We will be glad to reciprocate at any 
time.” Now we know and they know 
that the chance of their being asked 
to reciprocate is one in a thousand. 
Some bankers answer these reports 
while others file them in the waste 
basket. A better plan seems to be to 
return them unanswered with a state- 
ment that all credit reports are twenty- 
five cents in advance. In most cases 
the inquiry will be returned with the 
fee. We tried this with ten of these 
“reciprocate” reports and eight of them 
were returned with the requested fee. 

We keep all reports in duplicate, the 
duplicates being filed in a credit report 
book. Aside from the advantage of 
having a permanent record, this also 
serves as a reference in case of further 
inquiries. Even if credit reports are 
sent with the understanding that in- 
formation set forth is confidential it 
seems a good plan to have a permanent 
record. 

Some reports ask questions that 
could not be answered without violating 
a customer’s confidence, such as: “What 
is customers balance?” This question 


must naturally go unanswered. Ques- 


tions of this type do not belong in the 
true credit,.report. We find that the 
following points are what the reports 
want: “Personal—married, age, de- 
pendents; Ability—good worker, cap- 
able; Financial—net worth, property 
owner, paying habits.” From _ these 
three headings any company can decide 
on an applicant’s desirability. 

Not long ago we received an inquiry 
from a medical house requesting us to 
supply the answers to a number of 
questions as they supposedly had a 
young doctor that might be interested 
in locating in our town. We rather 
doubted this. The questionnaire con- 
tained over one hundred questions and 
no fee was enclosed. As we wished to 
coéperate, we wrote that we would 
gladly supply the information for a fee 
of one dollar, an extremely low fee. 
The fact that we received no answer 
confirmed our suspicions that they were 
merely using the doctor pretext in order 
to exploit us for their own benefit. 

We have a very efficient credit bur- 
eau in our city and we codperate in 
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every way. We do not carry a member- 
ship as we find that they have as many 
inquiries to ask us as we have of them. 
We supply them with such information 
as we think is consistent with good 
banking. Jn turn we frequently make 
inquiries of them in order to obtain 
any additional information we may 


need. 


We would much rather fill out a 
credit report than to supply verbal in- 
formation to the’ credit bureau. The 
credit report is usually from a distant 
point and is given with the strict under- 
standing that any information supplied 
is confidential. Information supplied 
to a local credit bureau is subject to 
leaks and can be easily misconstrued by 
gossips. 

On all credit reports. we stamp the 
following: “This reply to your inquiry 
is made in strict confidence and with 
the understanding that any statement 
on the part of this bank, or any of its 
officers, or the writer, as to the respon- 
sibility or standing of any person, firm 
or corporation, or as to the value of 
any property or securities, is a mere 
matter of opinion and given as such 
and solely as a matter of courtesy and 
for which no responsibility in anyway 
is to attach to this Bank or any of its 
officers or the writer.” 

This clause resembles very much the 
statement that appears before the start 
of certain moving pictures: “This pic- 
ture does not portray any character, 
living or dead, any likeness or similar- 
ity is purely coincidental.” If the 
movie magnate needs a protective clause 
we certainly feel that we should protect 
ourselves in some similar manner. 

Firms that require regular reports 
are anxious to make connections with 
banks that will supply prompt and 
accurate reports. Many times in mak- 
ing these reports the banker will find 
information that he would not have 
known of otherwise. This although not 
a monetary gain, is a gain in knowl- 
edge that may at some future date be 
of great value. 

Credit reports will not take the place 
of the old time banking revenue but it 
can mean a well paid income for very 
little time and effort. 
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Oklahoma’s new trust law 


A New York trust officer comments on the 
proposed trust code for Oklahoma ..... 


HE Oklahoma State Bar Associa- 
tion is sponsoring a new Trust 
Act for that state to regulate the 
operations of fiduciary institutions. At 
a recent meeting of the Oklahoma Trust 
Companies Association Earl S. Mac- 
Neill, trust officer of the Continental 
Bank and Trust Company, New York, 
was asked to comment on the proposed 
act in the light of his experience. His 
remarks were as follows: 

“Since Oklahoma is a comparatively 
young State, you have a slender body 
of judicial law relating to trusts. As 
problems of trust practice demand your 
attention, you frequently have to con- 
sult the precedents of other jurisdictions 
for guidance. Immediately you’ are 
plunged into the confusion of the com- 
mon law—a New York rule, perhaps a 
Pennsylvania rule, a Massachusetts 
rule—and if you follow one you are apt 
to be wrong according to the others. 
Then all you can do is to stay quiet, 
count your heart-beats, and hope that 
if the same question should ever come 
up in your own State court it won’t 
pounce on one of the other rules. 

“In New York we have an opposite 
problem. The history’ of trusts in our 
State courts is easily two centuries long, 
for many of our precedents come down 
from the Colonial Period. On some 
points we can find as much confusion 
in the courts of our own State as you 
can find in the courts of several States. 
Our statutory law, in so far as it relates 
to trusts, is scattered, fragmentary and 
incomplete. Some of it is in the Real 
Property Law: some more of it is in 
the Personal Property Law; there are 
pieces in the Surrogate’s Practice Act, 
the Banking Law, and a few nuggets 
scattered around elsewhere. 

“While I am a sincere believer in the 
common law—and an admirer of that 
process of creating law by the constant 
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judicial sifting of facts and ethics— 
nevertheless, it seems to me desirable, 
once a legal principle has been well 
established, that it be stated tersely and 
comprehensively for the guidance of the 
courts in future cases where it applies 
directly, and as a starting point for 
further interpretations in cases where 
it applies only collaterally. It is not 
possible today even for legal specialists 
to study and mentally digest all of the 
enormous quantity of case law that is 
ground out of our judicial mills. There 
is a maxim that ignorance of the law 
excuses no one—but the law today is 
too vast and sprawling and far-flung 
for an ordinary mortal to have even a 
speaking acquaintance with it. 

“Your proposed code, therefore, 
which follows in large part the Uni- 
form Trusts Act promulgated by the 
National Conference of Commissioners 
on Uniform State Laws, deserves the 
support of every lawyer, trust official, 
and every citizen who has the best in- 
terest of his commonwealth at heart. 
It is a comparatively brief statement of 
fundamental principles and sound 
practice. It will supply trust officials 
with standards of policy and practice, 
and should satisfy the legal mind be- 
cause it is an orderly, scientific state- 
ment of sound common law principles. 


The Finley Case—Liability of 
Directors 


“Your own Appellate Court recently 
handed down a decision of disturbing 
import. I refer to Finley v. the Ex- 
change Trust Company (85 Oklahoma 
Appellate Court Reporter, p. 440) 
where directors of an insolvent trust 
company were held personally liable 
for imprudent investments. 

“A lawyer of my acquaintance is 
fond of saying that ‘bad cases almost 
inevitably make bad law.’ Now, in this 
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Finley case, apparently some uncon- 
scionable things were done. Mortgages 
were purchased from the trust com- 
pany’s affiliate (under a clause so per- 
mitting) which, when purchased, were 
in arrears as to taxes for considerable 
periods. They were purchased without 
reappraisement and, in some instances, 
with inadequate equities behind the 
loans. There was evidence that some 
of the mortgagors were in financial 
difficulties (known to the affiliate) when 
the mortgages were bought for the 
trust. Reading between the lines of the 
reported case, there would appear to 
have been urgent inequities here—so 


hand no case where trust company di- 
rectors, acting the role of the reason- 
able man (that reasonable man who 
flits like a composite ghost through the 
pages of legal literature) were com- 
pelled to dig into their pockets to make 
good where their judgment, honestly 
applied, had been deficient. 

“A result of this case may well be to 
make it all the harder to obtain good 
men as bank directors, and practically 
impossible to persuade directors to sit 
on the trust investment committee. After 
all, in a large trust company, invest- 
ment is a highly technical business. We 
have our statistical departments and our 


“The Directors’ trust committee presumably consists of direc- 


tors who are more familiar than their associates with investments 
and the factors that effect them. But how exhaustively can these 
men study every item that is offered for trust investment? Must 
they be able to show that they have cross-examined their officers as 
to every such item, lest they be presumed to have known all the 
facts underlying the investment? . . I hope not. Our direc- 
tors are busy men in their own right. They cannot give us vast 
amounts of time. We look to them for guidance as to policy; they 


are not statistical G-men. 


urgent that the Court saw fit to pin 
responsibility upon the directors who 
approved the investments. 


“On what theory? It was said that 
the directors should have investigated 
the proffered mortgages by inquiry of 
their subordinate officers and em- 
ployes. If they could have shown that 
they had been misinformed upon such 
inquiry, they would have gone free of 
liability; but it was not shown that the 
directors had been misinformed as to 
any material existing fact—so they were 
presumed to have had knowledge of all 
the damaging facts, and were held liable 
accordingly. This could be a cruel 
presumption. ~ 

“On brief examination this seems to 
be a unique case, and it is an unfortu- 
nate precedent. Of course, there have 
been cases where bank directors have 
been held personally liable to stock- 
holders and depositors, for acts of gross 
mismanagement, acts that were next 
door to criminal. But I can recall off- 
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investment officers and our officers’ 
trust committees. The directors’ trust 
committee presumably consists of di- 
rectors who are more familiar than their 
associates with investments and the fac- 
tors that affect them. But how ex- 
haustively can these men study every 
item that is offered for trust investment? 
Must they be able to show that they 
have cross-examined their officers as to 
every such item, lest they be presumed 
to have known all the facts underlying 
the investment? Perhaps such a pro- 
cedure might reasonably be applied to 
single mortgages—but will the courts 
apply the same legal reasoning to pur- 
chases of railroad, utility or industrial 
bonds? I hope not. Our directors are 
busy men in their own right. They 
cannot give us vast amounts of time. We 
look to them for guidance as to policy; 
they are not statistical G-men. 

“Of course, you cannot prevent courts 
of other states from following and per- 
haps enlarging upon this case; but per- 
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haps you can do something about it in 
your statute. Stipulate that there shall 
be a competent trust executive and a 
trust investment committee, periodic 
reviews, reasonably complete facilities 
for security analysis and property ap- 
praisal. If these are not supplied, then 
there is misfeasance, and cause for per- 
sonal surcharge of the directors. But 
if this machinery has been provided, and 
has been honestly relied upon (without 
the necessity of proving that the direc- 
tors made a detailed investigation of 
each item purchased) then let financial 
responsibility end with the trust com- 
pany’s own resources. Otherwise, every 
trust estate with a corporate trustee 
has, in effect, a dozen or more extra in- 
dividual trustees, serving practically 
gratuitously, every one of whom has 
hanging over him the dangling sword 
of surcharge. This is an intolerable 
situation, I think, from the standpoint 
of public policy—assuming, of course, 
that trust companies are institutions 
whose existence should not be too 
utterly discouraged. 


Nominee Practice 


“To come back, now, to your Trust 


Code. I observe that Section 12, per- 
mitting registration in the name of 
nominees, relates only to corporate 
stock. This section was taken from the 
Uniform Trusts Act, which is an austere 
source. Nevertheless, the draftsmen of 
this section seemingly forgot that there 
are many securities besides corporate 
stocks that are habitually registered. 
To mention only a few in passing: some 
bond issues, particularly income bonds 
arising out of reorganizations; certifi- 
cates of deposit; many investment trust 
shares; voting trust certificates. As to 
all of these the same ‘street practices,’ 
so called, prevail as relate to corporate 
stocks. The conveniences appertaining 
to holding stocks in nominee name 
apply to almost any other type of reg- 
istered security I can think of. 

“Then the question logically comes 
to mind: Why limit the use of a nomi- 
nee to stocks, bonds and similar securi- 
ties? While it is not our invariable 
practice, we frequently have found it 
convenient to hold real estate in the 
name of a nominee. Many mortgages 
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and mortgage participation certificates 
are held by trust companies in their 
nominees’ names. Then I have in mind 
that, here in Oklahoma, oil leases, oil 
royalties and drilling contracts might 
often conveniently be held in the name 
of your trust company’s nominee. 
“To summarize: I think the statute 
should be broadened to include every 
variety of intangible personal property, 
and you might consider including real 
estate, and interests in real estate such 
as leaseholds, royalties and working 
interests in oil and minerals. The statue 
will be permissive, of course, so that 
if any particular trust company did 
not favor the practice of using its 
nominee, it could always register 
ownership in its name as fiduciary. 


Spendthrift Trusts—As to Income 


“Your Section 23, ‘Authorizing and 
Regulating Spendthrift Trusts,’ pro- 
vides, as I understand it, that a trustor 
may specify that the interest of any 
beneficiary in the income shall not be 
subject to voluntary or involuntary 
alienation by the beneficiary; but not- 
withstanding such a provision in the 
trust instrument, a creditor may reach 
the income to the extent that the 
creditor’s claim is for support of a de- 
pendent of the beneficiary or for neces- 
sary services rendered or supplies fur- 
nished to the beneficiary; provided, 
also, that all income in excess of $5,000 
shall be subject to attachment by credi- 
tors and shall be fully alienable, though 
the trust instrument provides contrari- 
wise. 

“So far as I have stated it, I rather 
like this section, although I might sug- 
gest (from the new trust business angle) 
that often I have found the wish to 
protect a dependent with spendthrift 
tendencies to be a compelling reason 
for establishing a trust. Still, no great 
harm has been done by your section if 
the beneficiary is held liable for the 
living expenses of his dependants and 
himself. And I carinot quarrel too 
energetically with the assumption that 
a person having more than $5,000 of 
income annually is a comparatively 
wealthy citizen who should be compelled 
to honor his debts. 

“The phrase ‘or for alimony’ is the 
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one that concerns me. Despite the writ- 
ing in of a spendthrift clause, all in- 
come due the beneficiary shall be sub- 
ject to claims . . . ‘for alimony.’ Let 
us assume that a parent writes a spend- 
thrift clause in his Will because he 
knows that his son, of whom he pro- 
vides a trust, is weak; not a spendthrift 
specifically, but a person easily duped 
or misled. It is quite conceivable that 
an unfortunate marriage might termi- 
nate (not necessarily in your jurisdic- 
tion, but in some State where divorce 
laws are easy and alimony allowances 
generous) in a decree awarding ali- 
mony in such an amount as practically 
to take all the income of the trust, de- 
priving the beneficiary of the means of 
support, depriving others, perhaps, 
justly entitled to help from him. When 
I consider this possibility, I wonder if 
the whole section is not perhaps too 
factual, too arbitrary—whether other 
inequities might not come to light in 
its application. I invite your brief at- 
tention to the New York statute which 
provides simply that, whether there is a 
spendthrift clause in the trust instru- 
ment or not, income cannot be alien- 
ated. Nevertheless, income is subject to 
attachment arising out of any judgment, 
to the extent of 10 per cent. thereof, 
and, in a proceeding in equity, a credi- 
tor may segregate and receive all of the 
trust income which he can establish is 
in excess of such sums as may be rea- 
sonably needed for the education and 
support of the beneficiary. In practice, 
the trust beneficiary has been usually 
allowed to retain the reasonable living 
expenses of his family, as well as of 
himself. I like the underlying principle 
of the New York law, in that it takes 
the whole affair where it can be handled 
as a matter of conscience—that is, to 
the equity side of the court, where 
tangled family situations can be un- 
ravelled that no legislature could pos- 
sibly anticipate. 


Spendthrift Trusts—As to Principal 


“My main quarrel with your spend- 
thrift section, however, relates to Sub- 
division (D) where you propose to 
provide that the right of any beneficiary 
to receive principal shall be freely 
alienable and subject to the claims of 
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creditors, notwithstanding any provis- 
ions to the contrary in the terms of the 
trust. Here, I think, you have swung 
far out in the opposite extreme. ! 
have had distasteful experiences with 
remaindermen, and with income benefic- 
iaries who will receive principal at 
specified ages, who clamor to realize 
on their inheritances ‘now’ by pledging 
or selling their inheritances, at sac- 
rificial discounts, to individuals or lend- 
ing firms who often solicit such people. 
Where, in Subdivision (A) you have 
sought to discourage spendthrifts, here 
in (D) you give them a green light and 
shout at them to hurry. I urge you: 
have your vested remainders or other 
forms of principal alienable, as they 
are at common law, but do not make it 
impossible for a testator, or living trust 
donor, to prevent alienation where his 
understanding of the characteristics of 
the beneficiary tell him that such a pro- 
tection should be given. 


Allocation of Stock Dividends 


“Now I must venture to criticize cer- 
tain provisions of the Uniform Princi- 
pal and Income Act incorporated in 
your proposed code. This Uniform Act 
has ripe age, now, and has had some 
judicial testing. Trustees have en- 
countered many problems of late, how- 
ever, which these draftsmen perhaps did 
not contemplate. I refer, for example, 
to Section 27, wherein it is provided 
that all dividends payable in shares of 
the declaring corporation are to be 
deemed principal; that all dividends 
payable in cash or securities of other 
corporations are to be deemed income. 

“It has become a fairly common cor- 
porate practice to pay dividends in 
stock of another class, but of the same 
corporation, or in debenture bonds of 
the same corporation, which satisfies 
the requirements of the undistributed 
profits tax. These stock dividends are 
considered the equivalent of cash divi- 
dends, and credit may be taken for 
them by the corporation. Dividends of 
this type are taxable to the income 
beneficiary and your proposed statute 
should be re-phrased so as to include 
such dividends as income for fiduciary 
accounting purposes. Otherwise, if 
the corpus of a trust should consist, in 
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large part, of stock of a corporation 
which paid its dividends in securities 
of another classification, and if this 
lifted the trust income to very high 
brackets, then the income beneficiaries 
might conceivably be on 
wages (after the trustee paid the in- 
come tax) while the trust corpus was 
kept fat for the enjoyment of the re- 
maindermen. 

“The undistributed profits tax appar- 
ently will be with us for a while, in 
principle if not in substance. But, 
irrespective of the ultimate fate of this 
tax, it is an established principle of 
income taxation that dividends payable 
in securities of another class are tax- 
able; and whatever might be the reason 
for a corporation following such a 
policy of dividend payment, the income 
beneficiary should not be penalized. 


Following Income Arrears on 
Reorganization 


“There is no guidance in the Uniform 
Principal and Income Act or in your 
proposed statute for solution of the 
problem which arises when fixed income 
securities in arrears are presented for 
exchange into new securities on a 77-B 
reorganization. It is understood, in 
many such cases, that a certain propor- 
tion of the new securities is intended 
to be in compensation for bond interest 
or preferred dividend arrears. A sim- 
ple solution may be—and this would 
apply to Section 27 as well: provide 
that wherever stock dividends, or other 
dividends on securities, or any part of 
new securities on a reorganization, are 
taxable as income according to the Fed- 
eral Income Tax law, or to your State 
Income Tax law, if any, then they shall 
be distributed to the income beneficiary. 


Setting Up Reserves Out of Income 


“In operating trusts today, where it 
may not be engaged in a business, in 
the legal sense of the word, often a 
trustee has an acute problem in connec- 
tion with depreciation, obsolescence and 
reserves. We will assume that an im- 
portant part of a trust estate consists of 
an apartment house. The courts in 
New York have differed as to whether 
operation of such a property constitutes 
carrying on a business. An individual, 
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starvation . 


or corporation, owning this property, 
would set aside a certain sum each year 
for depreciation. Not only would this 
be a proper income tax deduction, but 
it is an intelligent precaution. After a 
period of years the building is outdated, 
or the neighborhood has changed, or 
some other factor has operated to 
render the investment in the building 
valueless, Yet in trust accounting we 
are under the necessity of paying all 
income, after taxes and operating costs 
and mortgage interest, if any, to the 
life beneficiary. Some day this income 
may cease, and a large part of the prin- 
cipal drop out of sight with it, because 
the trustee has not been enabled to 
replace the investment out of capital 
gradually accumulated out of the prop- 
erty’s gross income. 


“Improverhents offer a similar prob- 
lem. Repairs essential to keep the prop- 
erty tenantable are an acknowledged 
charge against income; but how about 
modernization—without which the prop- 
erty may not be rentable? You may 
find it necessary to equip your apart- 
ment house with new refrigeration, new 
electric or gas ranges; or, in this coun- 
try, with a cooling system. Just where 
do you draw the line between principal 
and income? I am speaking, now, not 
from the income tax standpoint, but of 
fiduciary accounting. The cooling in- 
stallation may properly be principal; 
but refrigerators and ranges, which may 
be obsolete in a few years, may, under 
easily imagined circumstances, seem 
more properly an income expense. Yet, 
when you were paying out net rents as 
income to the life tenant, you built up 
no reserves to anticipate these expenses. 
Now the life beneficiary may have to 
go without income for a considerable 
period while you are paying for the 
equipment. The same_ inconvenience 
may occur if you do not have the ability 
to set up reserves for interest, assess- 
ments or taxes. 


“Statutes and old cases often do not 
give us effective guidance for modern 
business conditions. No statute can an- 
ticipate what should be done in every 
instance. But a statute can prescribe 
that a trustee may, in its discretion, set 
up reserves out of income for deprecia- 
tion, obsolescence, replacement of 
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equipment, taxes, repairs, and other 
charges, for which a reasonable man 
might, in sound accounting practice, 
establish reserves. 


Irrevocable Trusts 


“I would like to pause on Paragraph 
40 to air a hobby, more or less. Here, 
following the statutes of Kansas, you 
have stated that every trust shall be 
irrevocable unless authority to revoke 
is reserved in the instrument establish- 
ing the trust. This is an accurate state- 
ment of the common law insofar as it 
applies to trusts wherein vested interests 
have arisen in others than the grantor. 
But the prevailing rule is, that where 
the settlor is the sole beneficiary, he is 
entitled to revoke the trust; you may 
wish to amend your draft to conform to 
this apparent exception. 

“But I have a more drastic sugges- 
tion. Theory of revocable trusts is: 
that interests may vest, but they are 
defeasible if the grantor exercises his 
right to revoke. Would it- not be in 
the interests of public policy to make 
every trust defeasible by statute, or 
revocable, unless the trust instrument 


explicitly states that the trust is irrevo- 
cable? 

“In collaborating with attorneys, in 
planning of trust agreements, I have 
always, first, insisted that the trust shall 
not be irrevocable unless there are im- 
portant conditions demanding irrevoca- 


bility. The family situation of the 
donor should be settled beyond doubt, 
and there should be some compelling 
factor, such as a considerable tax sav- 
ing. If I am satisfied that the client 
thoroughly understands the implications 
of an irrevocable trust, and that he has 
sound reasons for making such a trust 
then, secondly, I insist that the trust 
instrument recite his understanding and 
specifically state that the trust is to be 
ifrevocable. 

“This prudence is in recognition of a 
trend reflected by a line of cases where 
irrevocable trusts have been held to be 
revocable because of the circumstances 
involved. One of these concerned a 
large city trust company. An elderly 
woman had appended her signature to 
an irrevocable trust agreement. It hap- 
pened that the trust agreement was 


drawn by the trust company’s counsel 
and was signed in the trust company’s 
offices. The court pointed out that be- 
cause the instrument was drawn by the 
trust company’s attorneys, she had no 
independent counsel who might advise 
her that she was deeding this property 
irrevocably to the trust company; and 
then the court stressed the fact that the 
signer was overwhelmed by the im- 
pressiveness of the trust company’s 
office. The judge, I suppose, visual- 
ized the onyx and bronze and ornate 
furnishings of the banking room, not 
the plainer quarters that are usually 
assigned to the trust department. Be 
that as it may, the court held that, be- 
cause of the circumstances I have men- 
tioned, the trust should have been 
revocable, and declared it so. 

“So it would be humane for Okla- 
homa, in its trust code, to provide (as 
California has done, by the way) that 
if a donor of a living trust wants to 
make the trust irrevocable, he can make 
it so by plain langnage to that effect, 
but if he fails to use such language, 
then the trust shall be freely revocable 
and modifiable by the trustor. 


Legal Investments 


“Time permits but one other topic— 
legal investments—and on that, because 
many hours could be spent, I will take 
the only other tenable alternative, and 
spend but a few minutes. While pre- 
paring my notes, I thought your Section 
47 (derived from the Pennsylvania stat- 
ute defining legal investments) would 
be a very nice bone to throw to our in- 
vestment analysts. So I tossed it, and 
the battle started. 

“One group felt—and it could cite 
the majority of our commonwealths as 
authority—that there should be no code 
prescribing legal investments, but 
simply a recital of the rule of reason- 
able care, as set forth in the Restate- 
ment. Another group felt, and with 
this group I sympathized, that strict 
regulation of investments was a tangible 
protection to a trustee against the de- 
mands of remaindermen who want 
stocks that will go up, and of income 
beneficiaries who cannot see why you 
must sell ‘those good 7 per cent. and 
8 per cent. bonds.’ I have called it 
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cowardice to insist upon investment 
safety to the extent of disregarding the 
needs and reasonable wishes of income 
beneficiaries, but I must confess that, 
in many cases, I have found solace in 
trusts where legal investments were re- 
quired, for if we did not have this pro- 
tection, the clamor of the beneficiaries 
would have driven us either insane or 
bankrupt. 

“Primarily, I object to Subdivision 
(L) of Section 47, which is taken from 
the revised statutes of Washington. 
Here it is provided that ‘if the invest- 
ment creating the trust authorizes the 
trustee to invest funds . . . in the dis- 
cretion of said trustee or to that effect, 
the trustee may, in the exercise of such 
discretion, in good faith invest . . . in 
any manner authorized in this section 
or in any other manner .::, that the 
trustee may deem advantageous to. . . 
the beneficiaries of such trust.’ The 


walls you have built around the field 
of legal investments are broad enough; 
now here you have the hinges oiled and 
the door ajar, ready for the fiduciary 
to dash out into the wide open spaces 
of non-legal investments. Not only lay- 


men, but many lawyers, construing 
such a provision in a trust department, 
would assume that the discretion, so 
broadly defined, was intended to apply 
within the statutory limits of trust in- 
vestments. We are very careful, in our 
own practice, whenever a trustor wishes 
to give us discretion beyond the legal 
list, to have him stipulate that we shall 
not be limited to legal investments ac- 
cording to the statutes of New York or 
any other state. This is of the same 
pattern as my suggestion as to irrevoc- 
able trusts: The trustor should fully 
realize the implication of the language 
used in the trust instrument and, as to 
such important matters as irrevocability 
and investment discretion, he should not 
stop with legal implications, but should 
go on and state, in language of the clear- 
est kind, what his intentions are. 


“As to your legal restrictions them- 
selves, I found, unfortunately, no agree- 
ment among my associates, except in 
one thing; that they did not like the 
Pennsylvania statute which you have 
tentatively adopted. It was felt that 
this statute did not most effectively pro- 
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tect trust funds, particularly when it is 
considered that it will govern not only 
trust companies, with their machinery 
for trust investment, but individual 
trustees who, as we all know, turn to 
the most incredible places for guidance. 
Listing upon the New York Stock Ex- 
change or the Chicago Stock Exchange 
or the New York Curb was obviously 
considered by the framers of this Act 
to be an assurance of marketability. 
But in these times listing is an inade- 
quate test. We have learned, of late, 
how thin markets can be, even on the 
New York Stock Exchange. Today 
there are many bonds which are not 
listed, but traded over-the-counter only, 
which enjoy as fluid markets as many 
listed items. 


“Rating, your second standard, is 
neither an absolute nor an infallible 
test. Moreover, I do not particularly 
like to see you go into BAA ratings, 
in your legal list, inasmuch as both A 
and BAA are generally considered to 
be business men’s investments—hardly 
trust investments unless the trust instru- 
ment expresses a policy of great lib- 
erality. I should think you would not 
want to go below A, and then, as a 
second precaution, you might take a 
leaf from the Federal Reserve rules as 
to bank portfolios, and stipulate that 
at least two rating services must agree 
on the minimum rating, for it to be 
acceptable as a fiduciary investment. 

“When your analysts examine a bond 
proposed for trust investment, they will 
wish to look into the balance sheets 
and earnings statements of the obligor 
corporation; they will be concerned 
with the proportion of funded debt to 
capitalization and with what constitutes 
true capitalization; they will apply dif- 
ferent formulae to railroads, to utilities 
and to industrials; they will be inter- 
ested in the probable future of the cor- 
poration fully as much as its past, to 
which end they will study trends in the 
industry represented. 

“Of course, if you attempt to embody 
in a statute the standards your analysts 
would apply, you will have an enor- 
mous and complex statute which few 
laymen and, for that matter, not many 
trust officers will understand. We have 
such a statute in New York; but it op- 
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erates lefthandedly, so far as trustees 
are concerned. It is a statute applicable 
specifically to savings banks; the trust 
statute incorporates the savings bank 
requirements by reference. The State 
Banking Department perforce must in- 
terpret this statute, which it does by 
publishing periodically a list of legal 
investments. This list is stated to have 
no conclusive official standing, but I 
know of no instance where a trustee 
has not been safe in relying upon it. 
“You have, in Oklahoma, a somewhat 
similar statute relating to investments 
by insurance companies and, on a 
casual reading of this statute, it seems 
quite more severe and considerably 
more realistic than the Pennsylvania act 
which you are offering. You would 
not wish to be bound by the percentage 
restrictions of this insurance law, but 
perhaps you could provide that secu- 
rities which were legal for insurance 
companies should be legal for fidu- 
ciaries. This is just a suggestion. 
“Another suggestion is, that some 
kind of state commission might be es- 
tablished, which would be a sort of 


super-investment-committee, whose func- 


tion would be to formulate and keep 
alive a list of investments approved for 
trust funds, under such general restric- 
tions as might be laid down by the 


statute creating the body. Since this 
is an age of commissions, the thought 
is not too far-fetched. We have a Mort- 
gage Commission in New York which 
has had a great deal to do with re- 
habilitating defaulted guaranteed mort- 
gage issues. We have appointive bodies 
charged with the responsibility of 
building and operating public works, 
such as our bridge and tunnel author- 
ities. ‘Such a commission as I have en- 
visaged could be composed of a stipu- 
lated number of trust company officials 
and attorneys, some independent anal- 
ysts, perhaps representatives of the in- 
surance companies, if they were to be 
brought within the scope of the author- 
ity. This would be an extension of an 
idea which is having some degree of 
support these days: for the establish- 
ment of mutual investment supervising 
facilities by groups of banks and trust 
companies. In Oklahoma you have a 
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few large banks which can afford to 
maintain adequate facilities for research, 
and many small banks which cannot 
conceivably afford such facilities. If 
you could, in some’ way, pool your re- 
sources, and if the resulting group could 
have some official sanction, then you 
would not only be setting safe standards 
for corporate fiduciaries to follow, but 
you would be setting bounds beyond 
which individual trustees could stray 
only at the risk of punishment by sur- 
charge. This is just another suggestion. 

“If you should be inclined to recon- 
sider this topic I would say: Let your 
groups and committees give the whole 
matter a most comprehensive review; 
then debate their recommendations 
furiously, for this is one of the most 
important things in your statute. You 
need not buy ready-made from the Penn- 
sylvania shops. You have an oppor- 
tunity to make your law out of new 
cloth. You can do a fine job of it. 

“If I had ten times as much time as 
I have at my disposal, I could tell you 
the things I like best about this pro- 
posed code. Having but a short time, 
comparatively, I have necessarily dwelt 
on criticism and suggested changes. I 
understand that progress has been made 
toward presenting this code to your 
legislature, and that strong sentiment 
among members of the bar, and among 
banks and trust companies, favors its 
adoption. My endorsement means noth- 
ing to your lawmaking bodies; but I 
hope you will press your cause, and 
that you will be rewarded by seeing 
this excellent bill enacted.” 


10) 


BANKS ARE STRONG 


OnE element of the current depression 
which deserves greater emphasis is the 
relatively strong position of the banks. 
There is a fundamental difference in 
the condition of the banking system to- 
day as compared with the period fol- 
lowing the collapse of 1929. Nine 
years ago the chief weakness of the 
situation was the nation’s banks. To- 
day these institutions are the chief 
source of strength—‘Banking.” 
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New uses for field warehousing 


N an address to the Food Products 
Division of the National Association 
of Credit Men, meeting in San Fran- 

cisco on June 9, A. T. Gibson, president 
of Lawrence Warehouse Company, ex- 
plained how large companies can make 
use of bank funds, through field ware- 
housing, in the treatment of customers’ 
credits. 

“Although the primary use of field 
warehousing is to secure added bank 
credit for firms in need of extra work- 
ing capital,” said Mr. Gibson, “this 
financing method is so economical and 
versatile that many AAAI organizations 
are either recommending or employing 
it for their customers.” 

It was pointed out that producers 
and manufacturers frequently ._ hamper 
themselves as well as their customers 
by carrying large customers’ accounts 
whereas a substantial part of this fi- 
nancing could be handled more practi- 
cally by established banks. 

There are three applications of field 
warehousing open to the average com- 
pany, Mr. Gibson stated. They differ 
only in detail of operation and with 
respect to transfer of title to com- 
modities which are warehoused. Under 
any of the arrangements, commodities 
(either raw or manufactured) are field 
warehoused on the premises of distribu- 
tors purchasing the goods. The stocks 
are merely segregated from those which 
distributors own outright. 

The objectives in using field ware- 
housing are to strengthen or eliminate 
credits on the part of suppliers and to 
help purchasers buy stocks in greater 
quantities than their normal capital and 
credit would allow. 

The first field warehousing arrange- 
ment which Mr. Gibson referred to is 
used to a considerable extent in almost 
every industry. Under this method, the 
customer arranges with his bank to re- 
ceive shipments from a manufacturer 
or producer under Order Bills of Lad- 
ing with Sight Drafts attached. The 
consignee’s bank pays for the goods 
upon arrival and accepts field ware- 
house receipts as security for the ad- 
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vances made. All arrangements are 
made by the customer. Field warehous- 
ing is employed for the bank’s protec- 
tion. The producer or manufacturer 
who ships the goods receives cash for 
the whole order. The customer, in turn, 
pays the bank according to prearranged 
terms. Usually payment is made in 
proportion to the amount of commodi- 
ties which are released from a field 
warehouse to fill orders. 

Another operation is one in which 
the supplier arranges with his bank so 
that he may consign goods to himself, 
in care of a field warehouse set up on 
a distributor’s premises. Title to the 
inventory remains with the supplier 
and his bank, and goods are released 
to the distributor only in accordance 
with the supplier’s instructions. Pay- 
ment for merchandise is made either to 
the supplier direct or through the ware- 
house company and the bank. 

The advantages of this arrangement 
are that it permits a supplier to make 
maximum deliveries and to arrange 
shipments at most convenient times. It . 
also insures the supplier complete pro- 
tection against loss due to failure of a 
customer or due to claims of other 
creditors against a customer’s assets. 

The third field warehousing applica- 
tion described by Mr. Gibson follows 
the terms of the first. That is, field 
warehousing is established by the cus- 
tomer through his own bank. However, 
the supplier agrees to repurchase any 
stocks. which may remain unsold at an 
agreed date. This agreement serves as 
protection to the supplier as well as 
to the bank. By repurchasing unsold 
stocks the supplier precludes possibil- 
ity of having standard merchandise 
dumped at distress prices. 

Several examples where field ware- 
housing has been used with remarkable 
results were cited. “Naturally, the po- 
tentialities of this method of financing 
depend largely on the aggressiveness 
of the concerns which turn it to their 
needs,” said Mr. Gibson. “One well- 
known Southern oil refinery blocked 
out competition on several fronts by 
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providing field-warehoused stocks of 
fuel oil to certain jobbers.” This com- 
pany fills storage tanks of the jobbers 
to capacity during the summer months. 
The tanks are immediately sealed by 
the warehouse company and warehouse 
receipts are turned over to the bank 
which finances the purchase. Thus, the 
refinery receives its payment on de- 
livery. Throughout the fall and winter 
the bank collects from the jobbers as 
oil is released to them. In this way 
its advances are automatically liqui- 
dated, if all stocks have been consumed 
by the end of the retail selling season. 
Under a repurchase agreement, the re- 
finery takes title to whatever stock re- 
mains. 

“The net of this arrangement,” Mr. 
Gibson stated, “is that the producing 
company has made exclusive customers 
by tieing up jobbers’ storage facilities. 
It has overcome one of the important 
limitations resulting from the Robinson- 
Patman Act in that it is able to deliver 
to jobbers three or four times as much 
stock as they would be able to buy 
otherwise. 

“Surprisingly enough, some of the 
jobbers do not use a cent of their own 
money. Where their credit is strong 
enough, the bank finances the entire 
purchase and simply pays the jobbers 
the difference remaining after collec- 
tions have been made.” 


© 


A FRIENDLY OUTSIDE VIEW OF 
THE “AMERICAN DEADLOCK” 


[From The Economist, London, 
April 16.] 


At the first onset of this recession the 
President, like all administrators in 
office, attempted to deny its existence. 
There was a second phase in which he 
left it to cure itself. But the pressure 
of facts is now forcing him to take ac- 
tive steps. The remedies of 1933 have 
been taken down from the shelf and re- 
examined, and the most effective of them 
has been readopted. But it is not pos- 
sible to feel very happy about the re- 
version to depression measures. Pump- 
priming, even when it succeeds, may be 
a dangerous narcotic. And it is doubt- 
ful whether pump-priming of less than 
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heroic dimensions will be of much 
avail, unless some truce is called in the 
present savagery of political conflict. 

For the bitterness of the dissension 
that now divides the President and vir- 
tually the whole business community, 
blame can be placed on both sides. The 
President professes to believe in an eco- 
nomic system in which the greater part 
of industrial enterprise is in private 
hands, and in any case he has neither 
the mandate nor the power to substitute 
for it a system of state control. But 
many of his actions have certainly had 
the effect of discouraging the exercise 
of ordinary business enterprise. He has 
done this by the wording of his 
speeches, by his labor policy, by his 
campaigns against an ill-defined notion 
of monopoly, by his enmity against the 
public utilities, above all by his inno- 
vations in the field of taxation, which 
have seemed to discriminate against 
bigness, wealth and conservative finance 
as such. Each one of these things in 
itself is doubtless defensible. Together 
they have been a frankly deflationary 
force. But business is also far from 
blameless. The leaders of industry and 
finance have resisted needed reforms 
and criticized the methods of recovery, 
while offering no consistent and co- 
herent alternative to the New Deal. 
They have been content to live on con- 
tradictions, as when they insist on the 
removal of taxes and the balancing of 
the budget in one and the same breath. 
Above all, the business community can 
be criticized for deliberately working 
itself up into such a lather of hatred 
(no other word is strong enough) of 
the President, that its fury is choking 
the whole industrial and financial ma- 
chine. These faults on both sides are 
now ‘being reinforced by bitter ob- 
stinacy. In either camp the moderate 
counsellors are at ‘a discount. The 
President, in particular, has broken 
with many of his wisest friends, both 
among the politicians (like Vice-Presi- 
dent Garner) and among the business 
men (such as Mr. Bernard Baruch). 
Both sides are now in the mood in 
which each protagonist delights to ob- 
struct the efforts of the other, with the 
result that American affairs are rapidly 
moving towards deadlock. 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


WHY OUR “EASY MONEY” POLICY HAS FAILED 
By Eucene C. Zorn, Jr. 


ESOURCES of the banking system 

have been marshalled during the 

past few months to create the 
most lax monetary conditions the 
United States has known. Bank reserves 
have reached record proportions and 
every attempt has been made to make 
available to industry an enormous ‘sup- 
ply of credit. The aim of the easy 
money policy, as promulgated by the 
Federal Reserve System, is to stimulate 
business recovery. However, this aim 
has fallen short of accomplishment, as 
easy money has not touched a broad 
phase of demand for credit, upon which 
to a good deal depends sound economic 
recovery. 


Low rates constantly have been her- 
alded by economic theorists as essential 
to the awakening of business from a 


state of depression. They offer an in- 
centive for business interests to broaden 
their operations for productive gain. A 
good deal for the promotion of easy 
money may be said in this respect, since 
any sound means of stimulating busi- 
ness activity is to be encouraged. In 
the current economic situation, how- 
ever, this incentive is weak. Banking 
and business experience of the past de- 
cade greatly have altered the ability of 
low money rates to set the recovery 
cycle in motion. Not only are the 
fundamental factors of supply and de- 
mand in productive enterprise operat- 
ing to retard business revival, but there 
is ample reason to believe, as will be 
demonstrated later, that the influence 
of easy money is not felt by productive 
enterprise as a whole. 

The action of the Federal Reserve and 
the Treasury in the past few months has 
provided a volume of excess banking 
reserves unparalleled in our history. 


Even the inactive gold fund, which was 
to serve as a protective cushion against 
abnormal credit influence arising from 
the international flow of capital, has 
been abandoned to aid in building up 
the large volume of idle funds in the 
nation’s banks. Broad monetary opera- 
tions have been employed in enlarging 
the credit base. However, the efficiency 
of easy money has not been proven as 
yet, due not only to partial stagnation 
of demand for credit, but, equally as 
important, to its inaccessibility to bor- 
rowers. 


Immediate Objective of Policy 
Achieved 


The recent monetary action has been 
successful in that it has created an easy 
money market. The fundamental money 
rates have reached all-time low levels. 
The yield on short-term Treasury bills, 
the most suitable medium for temporary 
bank investment, has approached the 
vanishing point. In spite of efforts 
of the Federal Reserve to prevent it, 
the market on highest grade securities 
has firmed to an extent that yields have 
been narrowed considerably from the 
recent 1937 peaks of the past cycle. In 
short, the “situation” of easy money 
has been achieved. 

Favorable comment has been given 
to the fact that the relaxation of money 
rates has set the foundation for reopen- 
ing of the capital market. An examina- 
tion of the effects of easy money, how- 
ever, reveals that it has touched only 
one phase of the capital market— 
namely, that constituting high grade 
credit risks. It has provided cheap 
financing for the Federal, state and 
municipal governments and for strong 
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corporations. A number of important 
bond financing operations have been 
undertaken in the past few months. 
Early in June, the United States Steel 
Corporation was able to float $100,000,- 
000 in “new money” debentures to pro- 
vide funds for its plant improvement 
and expansion program. Two large 
utility issues also were floated with re- 
markable success.. Capital operations 
of this type were merely for the pur- 
pose of taking advantage of the favor- 
able state of the bond market to secure 
capital at low cost. The sound posi- 
tion of the issuers gave investors con- 
fidence in the obligations. Easy money 
conditions aided in the operations by 
providing a demand for the new issues, 
and banks were reported to be the most 
important buyers in an effort to em- 
ploy a portion of their idle funds. 
From the viewpoint of stimulating 
business, on the other hand, the reopen- 
ing of the previously discussed phase 
of the capital market is not to be con- 
strued as indicating an achievement of 
easy money. It has not provided evi- 
dence of capital’s assuming a new risk 
in extending the means of production, 


but is merely a shifting of the corpora- 


tions’ debt. Although the U. S. Steel 
Corporation issue was to provide funds 
for plant improvement, the banking 
system really was not affected, since the 
flotation of debentures meant the re- 
moval of assets from loans to invest- 
ments. The corporation had undertaken 
bank borrowing prior to issuance of 
the debentures, which only refunded the 
former obligations. 


It is to be granted that the easy 
money policy has been of advantage to 
strong credit risks. Nevertheless, at 
that point its efficiency appears to ter- 
minate, for the vast supply of idle funds 
fails to affect that portion of the eco- 
nomic structure in which the capital is 
most desired. In the first place, there 
is a lack of incentive for business to 
borrow when the risk of repayment and 
possibility: of profit are influenced by 
reason of poor economic conditions. 
When demand for goods is reduced 
in a period of depression, entrepreneurs 
are not wont to extend their output and 
means of production unless there is a 


reasonably certain prospect of profit. 
Consequently, they may defer demand 
for credit which banks have available 
for use. 

On the other hand, it is clear that a 
strong potential demand for credit ex- 
ists. The last depression left a portion 
of the economic system with depleted 
working capital, decreased efficiency of 
the means of production, and the need 
for developing new productive enter- 
prise. In this portion of the system 
the demand for funds is clearly pre- 
dominant. Easy money fails to satisfy 
the demand because it is associated with 
the banking system. Funds in reality 
are inaccessible to organizations other 
than the stronger credit risks because 
the former may not have the earning 
power, security, and financial strength 
to back up an extension of credit. 

Conservative banking practice to a 
good extent is responsible for the in- 
congruity of the current supply and de- 
mand for credit. The character of 
banking assets, in both loan and invest- 
ment categories, is a predominant fac- 
tor. The decade prior to the financial 
collapse of 1933 taught banks and 
supervising authorities a lesson. Too 
many bank failures were due to weak 
assets in loans and investments and in- 
sufficient capital to meet losses on them. 
The effect has been to create a bank- 
ing system which leans heavily toward 
conservatism. The weeding out of weak 
assets during the past few years was a 
painful task. Yet, it has promoted a 
fundamentally sounder internal bank- 
ing structure. It is no longer suscep- 
tible to heavy losses of capital funds 
through charge-offs on loans and in- 
vestments, since supervising authorities 
have emphasized soundness of such 
assets. 


The policy of conservative bank man- 
agement of assets is to be commended 
because it eliminates the danger of bank 
failures which proved so paralyzing a 
few years back. The ability to meet 
deposit liabilities must be placed first 
in importance of commercial bank 
functions. On the other hand, the 
policy itself renders ineffective the 
“easy money” stimulus to business re- 
vival. 
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Let us examine the effects of con- 
servative bank investment policy upon 
the movement of new capital funds into 
business. Bank investments today are 
concentrated predominantly in Federal, 
state, and municipal government secu- 
rities, as well as other high grade cor- 
porate obligations. Holdings in public 
utility, railroad, and industrial cor- 
porations constitute only a small pro- 
portion of their total investment port- 
folios. Even then, such holdings are 
of the better grade. A study of the 
price of bonds during the past year 
would reveal price weakness of a rather 
substantial extent in all but prime 
grade obligations. This weakness is in- 
tensified as one moves away from the 
higher grade bonds. Lack of price 
stability, of course, detracts from the 
status of a security as a bank invest- 
ment. In this sense, under a policy of 
conservative banking policy the range 
of corporate obligations in which banks 
may invest funds is narrow, since an 
institution ordinarily is not willing to 
accept the risk of principal deprecia- 
tion through market declines on secu- 
rities not having prime investment 
quality. 

The lack of desire to place funds in 
other than highest grade securities 
clearly is detrimental to the efficiency 
of easy money. It prevents a broader 
reopening of the capital market. If 
banks were to place funds in corporate 
securities in which a larger element of 
risk is contained, there would be un- 
doubtedly a stronger market for such 
obligations. It would aid corporations 
not in the sound investment category to 
undertake longer-term financing opera- 
tions, which are impossible under cur- 
rent market conditions. 


The bank examining authorities have 
been criticized sharply in the past year 
for their extremely conservative atti- 
tude in evaluation of investments. In 
many instances, they have been blamed 
for the removal of banks from the mar- 
ket for obligations of corporations 
which are not in the “money bond” 
credit category. A great deal of pres- 
sure has been exerted upon them in re- 
cent months, and we may expect a pos- 
sible change in examination procedure 
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which would permit: banks to value 
their bond holdings in the four highest 
rating groups. at cost, rather than at 
market ‘value as is now the practice. 
This step would liberalize the attitude 
toward investments below highest qual- 
ity. However, it is difficult to predict 
that, in spite of the huge reservoir of 
bank funds awaiting profitable invest- 
ment, it will draw banks away from the 
conservative policy of investment. Of 
primary consideration is the fact that 
retention of the lower grade investment 
creates a capital risk which may be 
burdensome when earning power is low. 
Furthermore, it detracts from liquidity. 
In essence, a safe investment policy 
shuns a security which is affected by 
more than a moderate degree by credit 
conditions of the issuer or general busi- 
ness prospects. The promotion of 
safety may be enforced either by man- 
agement or supervising authorities, but 
regardless of the source from which it 
emerges, it prevents the large volume 
of excess reserves from exerting a 
stronger influence upon the bank credit 
arising from investment in corporate 
security obligations. Easy money, there- 
fore, may not have a direct effect upon 
the stimulation of business through 
failure to reopen the capital market for 
lower grade investment credit risks. 

A similar situation may be said to 
prevail in the character of loan assets. 
Insistence of examiners upon soundness 
of loans and unwillingness of bank 
management itself in extending insecure 
credits have been frequent arguments 
against the banking system in its fail- 
ure to aid in revival of business and 
employment of capital. 

Conservatism of loan policy is essen- 
tial to sound banking practice. That 
was proven in the last depression, and 
supervising authorities recognize the 
fact. Nevertheless, as long as it is pro- 
moted, one may not expect to find a 
broader utilization of the existing credit 
resources. In a period of business re- 
cession, the credit extensions created for 
the purpose of carrying inventories are 
liquidated as goods are sold. The lower 
level of production and turnover of 
goods militates against expansion of 
such extensions of credit. On the other 
hand, there exists a demand for bank 
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credit outside the orthodox function of 
short-term lending. Working capital 
and intermediate-term capital loans are 
important potential sources of loan de- 
mand. Yet, conservative banking prac- 
tice eliminates them unless they possess 
a sound basis. Business itself, much as 
it may feel the need for funds, may not 
undertake such bank borrowings be- 
cause of their comparatively short-term 
character, the risk of repayment being 
too heavy in a period of business un- 
certainty. As long as the equities’ 
market is weak, it is not practical to 
secure new capital through stock issu- 
ance. Bond financing likewise may not 
be employed, since the depression of 
market prices prevents such a course. 
It is not conceivable that a bank should 
extend a loan soundly on a short-term 
basis to a corporation which is unable 
to float bonds, when the bank itself 
would not purchase the corporation’s 
bonds for its investment portfolio. Thus, 
the accumulation of idle funds fails to 
reach another source of credit demand. 


Evidence of the demand for funds is 
seen in the fact that Government lend- 
ing agencies have become more im- 
portant in recent years. The Recon- 
struction Finance Corporation has ex- 
tended millions upon millions of dol- 
lars of credit to industry. This pro- 
vides an excellent example of the lack 
of codérdination of private lending 
facilities and sources of loan demand. 
R. F. C. lending operations were re- 
sumed late in February and in less than 
three months over 40 million dollars 
was loaned to industry. Applications 
for an additional 118 million were 
under consideration and the peak was 
not yet in sight. The Federal Reserve 
banks, through their power to loan di- 
rectly to industry under Section 13B of 
the Federal Reserve Act, likewise have 
served to extend credit when it has not 
become available through ordinary 
channels, which are narrowed by con- 
servative banking loan policy. 

It is plain that the lack of codrdina- 
tion between sources of demand and the 
credit supply exists. This has been 
recognized as an important problem 
facing the economic structure. The 
establishment of an abnormally easy 
money policy, however, clearly does not 


alleviate the situation. In fact, its 
shortcomings appear to outweigh its 
potential benefits. 

Easy money has created a price level 
in the high grade bond market which 
some time in the future will break 
under the impetus of rising money rates. 
It has provided a broad disparity be- 
tween the cost of capital to high grade 
credit risks and those of the lower credit 
ratings in a period of business uncer- 
tainty. On the other hand, it has failed 
to stimulate usage of credit because 
banks have not been willing to under- 
take risks in other than sound obliga- 
tions. Merely by supplying the bank- 
ing system with a broader base on 
which to lend, monetary management 
may not expect to stimulate interest in 
borrowing. A bank with one hundred 
dollars in lendable funds will extend 
credit if it is reasonably certain of re- 
payment. The easy money policy, as 
it is now constituted, may provide the 
bank with one hundred and fifty dol- 
lars in lendable funds. It does not 


increase, however, the borrowers’ capac- 
ity to assure repayment of loans, and 
because of that, it is found wanting. 


0) 


A KIND WORD FOR BANKERS 


THE old idea, once prevalent in sections 
remote from business centers, that the 
banker was just a money-lender is dead 
as the dodo. Today the banker is the 
leader in the financial life of the coun- 
try. Through his assistance industry is 
enabled to plan intelligently for its 
future. Without his help many of the 
greatest industrial organizations in the 
nation could not have been founded or 
else could not have been maintained 
through the period of their infancy. 
Through the faith in America which 
many bankers have displayed and 
through the courage which many bank- 
ers have shown, we have built an in- 
dustrial structure which has survived 
the depression and the recession. So 
long as these financial leaders of the 
nation continue to evidence the same 
faith, we need not doubt the possibility 


of our return to prosperity once more. 
—Chas. F. Roeser. 
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¢¢ FITTERS” is a word frequently em- 

ployed of late to define existing 

world conditions. Its applicability 
in recent weeks would seem to be in- 
disputable. For there have been two 
small revolutions—one in Brazil and 
one in Mexico—while there has been a 
severance of displomatic relations be- 
tween Mexico and Great Britain, aris- 
ing from the recent expropriation of 
British oil properties by Mexico. Of 
even a more serious character was the 
tension on the border between Germany 
and Czechoslovakia, which for some 
time threatened war between those 
countries, with its possible spread to 
the principal European nations. For 
a time this tension has lessened, due to 
the exercise of a certain degree of mod- 
eration on both sides; but there exists 
widespread apprehension that the con- 
troversy has been merely postponed and 
not settled, and that it may still give 
rise to an exceedingly grave situation. 

Then there is the long-drawn out con- 
flict in Spain, which still continues, 
with victory apparently coming all the 
while nearer for the revolutionary 
forces. 

And “The Chinese Incident,” thus de- 
scribed by Japan, grows continually of 
a more serious character, and what was 
evidently regard by Japan as a punitive 
military expedition of short duration, 
has now dragged on for almost a year, 
with no immediate decision yet in sight. 

Out of all these disturbing conditions 
some facts clearly emerge, that in two 
quarters of the world, war of a devas- 
tating character is actually going on, 
and that in another quarter the threat 
of war still lingers, while several of the 
leading nations are feverishly prepar- 
ing for a conflict which many regard 
as inevitable at no distant day. 

This is not a pleasing picture. It 
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represents a situation discouraging to 
trade and to banking, its handmaiden. 

Underlying present actual or threat- 
ened conflicts is the desire for the ex- 
pansion of territory and of trade. 
Against the latter barriers have been 
set up almost universally. Tariffs, 
quotas, exchange regulations, and cur- 
rency manipulations of various sorts, 
all tend to make difficult the free ex- 
change of goods between nations, an 
activity far more humanitarian and im- 
measurably more profitable than war. 

In appraising responsibility for ac- 
tual or threatened warfare, it may be 
of especial value to distribute condem- 
nation equally among those who wage 
war and those who create conditions out 
of which war is almost certain to arise. 

From this point of view, the world 
could not readily be divided into two 
groups, the one peaceful and the other 
warlike. The seeds of war are not 
infrequently planted in unjust treaties 
and in various trade and economic re- 
strictions. The real aggressor may not 
always be the nation that resorts to 
arms, but the one taking the course 
that made such a resort one of neces- 
sity. 

Until the forces making for war are 
held in leash, or until they can be alto- 
gether displaced by enlightenment and 
sanity, the distrust and fear now so 
generally pervading the world must 
continue to exist, for the threat of an- 
other general war carries with it such 
appalling consequences that there can 
be no reliance on the future until that 
threat is removed. 

The true course of nations would ap- 
pear to be to cease from the attempt 
to impose their own ideas and forms 
of government on other lands, permit- 
ting each nation to have that form of 
government best adapted to the genius 
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We solicit the agency and collection business of foreign Banks. 


and wishes of its people; to remove at 
once unreasonable tariffs, quotas and 
exchange regulations; to get back to an 
honest international currency, so that 
soon it may be the proud boast of every 


land that 


“Through her veins, in strengthen- 
ing tides, 

Flows trade—the calm health of 
nations.” 


~ 


British Deficit Covered by Additional 
Taxation 


THE estimated British budget for 1938- 
39 showed a deficit of £30,000,000, 
which will be entirely covered by an 
increase in taxation. Besides this deficit 
of the sum named in ordinary revenues 
and expenditures there was an added 
item of £90,000,000 on account of ex- 
penditure for defense, and this item is 
liable to a further increase, all of which 
will be met by borrowing. 

An increase in taxation and more 
borrowing are not relished by The 
Economist, which observes of the new 
budget: 

The budget’s outstanding merit is that it 
makes no attempt. to conceal the stark 
prospect before us—coupled with the fact 
that by grappling with the problem now it 
will ease the task of coping with what we 
may hope will be the maximum demand to 
be made on our resources in the next two 
years. The prospect is grim indeed. We 
are back in war finance without a war. 


Still, this rather gloomy view is some- 
what relieved by the fact that, accord- 
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ing to the same authority, the British 
Treasury performs the remarkable feat 
of getting “millions from smoke.” This 
means that the revenue from tobacco 
duties in 1937-38 amounted to the com- 
fortable sum of £82,837,000. 

Production and trade are clearly 
moving downward in the United King- 
dom, although building activity is still 
being fairly well maintained. 


~ 


General Conditions 


In Germany the domestic ' industrial 
situation continues highly active, and a 
shortage of labor is reported. 


The Argentine Republic is experienc- 
ing some recession from its highly 
prosperous conditions, due to a serious 
decline in exports. 


Italy’s foreign trade balance for the 
first quarter of 1938 showed a deficit 
(imports over exports of 630.8 million 
lire, just a trifle greater than for the 
like period last year. 


Conditions in France are showing de- 
cided improvement. Following the re- 
cent devaluation of the franc, capital 
has returned to the country in large 
amounts. Foreign trade is also show- 
ing more favorably. 


Japan’s import surplus for 1937 was 
of the value of 636 million yen, against 
130 million for the preceding year, and 
15 million for.1938. The heavy import 
surplus for 1937 was not due to a fall- 
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ing off of exports, which increased by 
521 million yen over 1936, but was 
caused by an increase of 1,026 million 
yen in imports. 

Holland reports a slight weakening 
of her economic conditions, attributed 
largely to unsettled conditions in other 
countries. 


INTERNATIONAL 


Union Bank oF ScoTLanp.—The an- 
nual meeting of shareholders was held 
at the head office, Glasgow, May 11. 
Sir A. Steven Bisland, BI., M.C., as 
chairman, reported that deposits at 
£33,436,000 were £600,000 above the 
figures for the previous year. Not- 
withstanding this increase, investments 
had decreased by £1,389,000, but he 
was glad to say that this was due in 
large measure to an increase of £1,022,- 
000 in loans and advances. The profits 
for the year £312,624, were regarded 
as satisfactory. After making several 
allocations, including a dividend of 18 
per cent., there remained £128,605 to 
be carried forward. The chairman as- 
cribed a large part of the bank’s success 
to the wide knowledge, experience and 
great ability of the general manager, 


Norman L. Hird. 


Incasso Bank (Amsterdam). — Al- 
though the low rate for money and the 
difficulty of finding employment for 
liquid funds affected the revenues of 
this bank, an increase of its dealers and 
other favorable developments made the 
results of the year’s operations satis- 


The brightest spot across the Atlantic 
continues to be found in the Scandi- 
navian countries, all of which continue 
to prosper. 


India’s trade with the United States 
is gaining, both in imports and exports, 
the balance remaining on the import 
side. 


BANKING NOTES 
After 


factory. 
florins on bank premises and furniture 
accounts, the available profit, inclusive 
of the balance brought forward, was 


writing off 400,000 


3,633,820.16 florins, against 3,002,- 
617.23 florins for the previous year. 
Out of this sum there was allocated 
400,000 florins to the reserve fund, and 
500,000 florins to a special reserve for 
contingencies. The dividend rate was 
fixed at 6 per cent., and 417,820.16 
carried forward. 


OESTERREICHISCHE CRE DI TANSTALT- 
WEINER BANVEREIN (Vienna).—The re- 
port of the board of directors, presented 
to shareholders on March 25, showed 
that net profits for the year 1937 
amounted to 11,512,758 schillings. Out 
of this 3,000,000 schillings were trans- 
ferred to the pension reserve, and a 
like amount to the general reserve. 
Dividends at 5 per cent. were fixed on 
the preferred ordinary shares the fund- 
ing certificates and on the deferred or- 
dinary shares. After making other pro- 
visions, a balance of 82,931 schillings 
remained, to which was to be added the 
amount brought forward from 1936, 
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making the total to be carried forward 
1,979,842 schillings. 


STOCKHOLMS INTECKNINGS GARANTI 
AKTIEBOLAG (Stockholm).— With the 
end of 1937 this institution completed 
the sixty-ninth year of its activities. 
After allotting 70,543 Kr. as insurance 
costs for the pension staff, and setting 
aside 330,000 Kr, for taxes the net 
profits were 2,418,560 Kr., which 
with the amount brought forward from 
last year, made a total of 3,192,603 Kr. 
The dividend of forty Kr. per share 
absorbed 2,400,000 Kr. leaving 792,603 
Kr. to be carried forward. 


IMPERIAL BANK OF IRAN (Teheran) .— 
For the year ended March 2 a final divi- 
dend of seven shillings per share and 
a bonus dividend of two shillings per 
share were paid, both free of income 
tax. 


Barc.iays BANK (Dominion, Colonial & 
Overseas). — The board of directors 
have declared interim dividends for the 
half-year ended March 31, 1938 at the 
rate of 8 per cent. on the cumulative 
preference shares and at the rate of 6 
per cent. on the ‘A’ and ‘B’ shares, sub- 
ject to the deduction of income tax at 
the rate of 4 shillings 8 pence in the 
pound in all cases, which was payable 
on June 16, 1938. 


THe PunjyaB NATIONAL BANK LIMITED 
(Lahore).—For the half-year ending 
December 31, 1937, the profits of this 
bank, as submitted to the shareholders 
by Maharaj Krishna Kapur, chairman 
of the board of directors, amounted to 
487,554 rupees, an increase of 30,970 
rupees over the preceding half year, 
and of 97,874 rupees over the corres- 
ponding period of 1936. To the profit 
for the half-year ended December 31, 
1937, there was to be added 51,810 
rupees brought forward from the pre- 
vious half-year. After providing for 
the dividend at the rate of 6 per cent. 
and for income tax, there was left 141,- 
455 rupees to be carried forward. 


_ Business of the bank is showing a 
satisfactory growth, both deposits and 
investments recording gains. 

At the invitation of the board of di- 


rectors, Mr. Mohan Lal Tannan joined 


the institution as general manager on 


October 16 last. 


Bank OF New SoutH WaLes.—An in- 
terim quarterly dividend was declared 
at six shillings per share, Australian 
currency, which was payable May 206. 


© 


SOCIAL SECURITY 


STARTING on the premise that some 
sort of social relief is desirable because 
contented men and women make better 
citizens than people with a grievance, 
the March issue of the Circular of the 
Bank of New South Wales discusses at 
length the social security needs of Aus- 
tralia and recommends that an employes’ 
contributory system such as is now op- 
erating in this country be adopted 
there. Although social insurance re- 
quires the setting up of an elaborate 
and expensive record-keeping organiza- 
tion, the benefits to be gained make it 
desirable, says the Circular. These 
benefits are both psychological and eco- 
nomic. Psychologically an insurance 
system gives the people a feeling of se- 
curity without charity and economically 
it relieves the government of the neces- 
sity of raising a large part of the re- 
lief funds through the general budget. 


fC} 


WE want economic security but a dis- 
astrous price inflation produced by pro- 
longed and serious budgetary unbalance 
will destroy all hope of security for 
millions. We want a higher standard 
of living for all of the people, which 
means greater production; but our re- 
pressive and punitive taxation will de- 
stroy the capital on which production 
depends.—Dr. Harley L. Lutz, Princeton 
University. 
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Current conditions in Canada 


HE Monthly Letter of the Bank of 

Montreal dated June 22, 1938, com- 

ments as follows on the Canadian 
situation: 

“In a number of important respects 
the Dominion is closing the first half 
of the calendar year under conditions 
more favorable than those which ob- 
tained in the early months. Crop pros- 
pects in the West are better than they 
have been in any corresponding period 
in recent years. Although rain is need- 
ed in southern Manitoba, and in parts 
of Saskatchewan and Alberta, the wheat 
crop generally is in good condition and 
is particularly promising in what have 
been the drought areas of southern Sas- 
katchewan. Crops in the Maritime 
Provinces and Quebec are late, owing 
to abundant moisture, but both there 
and in Ontario they are in very promis- 
ing condition, and pastures are abnor- 
mally good. The outlook in British 
Columbia also is satisfactory. Produc- 
tion of such minerals as gold, copper, 
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nickel, lead, petroleum and natural gas 
has been rising. Gold production dur- 
ing the first four months of the year 
increased from 1,288,231 ounces a year 
ago to 1,446,386; copper from 159,- 
493,890 pounds to 195,129,628, and 
nickel from 71,964,212 pounds to 74,- 
047,064. During this period Alberta 
oil production established a new high 
record at 1,760,756 barrels, nearly three 
times the output of the corresponding 
period of last year. 

“Retail sales in April showed a gain 
of 17 per cent. over.March and 4 per 
cent. over April, 1937. Sales of new 
automobiles, which during the first 
quarter of the year were more than 20 
per cent. below the figure for the paral- 
lel quarter of 1937, in April ran only 
about 1 per cent. below the level for 
April, 1937, and the improved demand 
continued into May. The better crop 
prospects also are resulting in an in- 
creased sale of farm implements and 
the needs of the mining industry are 
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keeping machinery and equipment 
plants busy. Thanks to mining, arma- 
ment and railways orders, the ‘heavy’ 
industries, for the most part, are still 
well supplied with orders, and hopes 
are still held that the British Govern- 
ment will place in Canada large orders 
for airplanes. The forestry industries 
remain slack, with the important news- 
print and pulp manufacturing enter- 
prises operating at much below capa- 
city. Another adverse factor in the busi- 
ness situation is the failure of com- 
modity prices, particularly for textiles 
and other manufactured goods, to shake 
off a persistent weakness, caused by 
price-cutting in the United States hav- 
ing spread to Canada. The ports of the 
St. Lawrence are now busy, and the 
volume of traffic being handled is satis- 
factory. 


“The latest employment bulletin of 
the Bureau of Statistics, covering up 
to May 1, records an increase in em- 
ployment. The reporting firms increased 
during April the number of persons on 
their payrolls by 23,500, bringing the 
total up to 1,024,702 on May 1. This 
expansion of employment was not so 
pronounced as that recorded in April, 
1937, but it exceeded the average gain 
recorded at May in the year since 1928. 

“The latest monthly statement of the 
chartered banks was marked by a fur- 
ther expansion in current loans, which 
stood at $769,729,000, a gain of more 
than $17,000,000 compared with the 
previous month and of nearly $60,000,- 
000 in comparison with the correspond- 
ing period of last year. Bank debits 


to individual accounts in May amounted 
to $2,461,000,000, as compared with 
$2,768,000,000 in May, 1937.” 

* * * 


Accorpinc to the June Monthly Com- 
mercial Letter of the Canadian Bank of 
Commerce, the preceding month had 
shown a slight increase in industrial 
activity, due to the continued favorable 
crop prospects and a rising volume 
of construction. Commodity prices 
have been turned downward, influenced 
by a further moderate sag in business 
in Great Britain and the United States. 
The new crop season is reported as al- 
most uniformly favorable. It is esti- 
mated that in the construction field the 
volume so far contracted for this year 
is some 23 per cent. below that of a 
year ago. Canadian farm purchasing 
power, for the twelve months ending 
with March, is reported at 79.55 (1926- 
100) as compared with 83.78 for the 
preceding twelve months. This bank’s 
index of wholesale prices declined from 
83.44 on April 15 to 80.80 on May 
15. The recent seasonal increase in 
employment, while of smaller propor- 
tion than for the preceding year, was 
greater than the average of the past 
ten years. 
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PUBLIC 


RELATIONS 


Edited by MALCOLM DAVIS 


THE WAYWARD PRESS 


N recent months there has been much 
I talk about improving bank public 

relations. It is questionable, how- 
ever, whether any marked progress 
along this line has been made by bank- 
ers as individuals. 

One thing that bankers as individuals 
could do is to improve their relations 
with the local press. Newspapers on 
the whole are fair in presenting the 
news. Yet they are often shortsighted 
in the way that news is presented. 

“BANKER ACCUSED,” shrieks a 
scare-head on the front. page. Months 
later a two-inch item tucked away on 
the inside some place says, “Banker 
Acquitted.” 

Now there is something wrong here. 
It is good circulation policy to capitalize 
upon the sensational. Newspaper pub- 
lishers cannot be blamed for that. But 
it should be equally important and 
newsworthy to let newspaper readers 
know when the men in charge of the 
money they have in the bank are proved 
honest. It may not be so sensational, 
but it would prove to be good public 
policy in the long run. 

No newspaper is aiding the business 
stability of the community it serves by 
impressing the public mind with the 
fact that all bankers are crooks. If a 
banker is charged with malfeasance, 
that is sensational news and should be 
treated as such. If he is found innocent, 
that fact should be equally impressive. 
Otherwise the public recollection is that 
the banker was accused and therefore is 
guilty, whether he is or not. And that 
isn’t going to help banking sentiment, 
nor business sentiment. Healthy busi- 
ness sentiment is essential to a profit- 
able newspaper enterprise. 

Perhaps newspapers just don’t stop 
to think that every time they bury a 
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‘ment ownership of banks. 


story favorable to banking they are 
missing an opportunity to render serv- 
ice to their readers by assisting the 
financial stability and general welfare 
of the community. 


And another little thing that might 


-be discussed: by bankers with the editors 


of the local press. 


A government official whose name of 
itself makes news, blasts forth that 
banks are on a sit-down strike and won’t 
loan money. That’s front page stuff. 
Everybody reads it. And the public 
laps it up. Sure, it’s the bankers who 
are making this depression. The Gov- 
ernment man says so. 


The next day a courageous and pub- 
lic-spirited banker demonstrates that 
banks are eager to loan money because 
loans are the bank’s bread and butter. 
The newspaper prints that story, too. 
But not on the front page. It prints 
the story in the financial section where 
it reaches business men who know the 
truth as well as the banker does. . The 
general public is exposed to the dema- 
gogue through page one. It never sees 
the other story struggling valiantly for 
public expression on the financial page. 

Bankers are striving to exert what 
‘pressure they can to maintain a bank- 
ing system that is not under out-and- 
out government ownership. They are 
trying to explain to their depositors the 
dangers ahead as one government deficit 
piles upon another. 


Most newspapers don’t want govern- 
Editorially, 


most outspoken 


newspapers are as 


against the unbalanced budget as bank- 


ers are. 


Yet, in their presentation of news 
stories newspapers are undermining the 
very things that both they and the bank- 


G7 





ers know are essential to the preserva- 
tion of a free and sound American 
banking system. 

Give the demagogue the front page 
and that is all the public as a whole 
will see. The bankers’ side of the ques- 
tion, no matter how fairly reported, will 
go wide of the mark unless it is ac- 
corded ‘equal prominence. The result 


is that one more dent has been made 
in the public consciousness paving the 
way for government ownership of banks. 


ALONG THE PUBLIC 


HE past month has been generous 

in contributing many constructive 

ideas to the current fund of adver- 
tising: and public relations knowledge. 
Here assembled are some of the high- 
lights. bearing upon this point as de- 
veloped in recent meetings about the 
country. 


~~ 


Co-vperation Will Sell Safe Deposit 
Boxes 


In Philadelphia, Pa., convened the Na- 
tional Safe Deposit Association.  C. 
Delano Ames, public relations manager 
of the Maryland Trust Company (Balti- 
more) urged the delegates to stimulate 
codperative effort in promoting the sale 
of safe deposit service. Said Mr. Ames: 


We know just where our market is. We 
know just what its limits are. We know 
that it is essentially a “must have” market 
to be stimulated on the basis of necessity 
and not of desire, and we know that it will 
not respond more than casually to a price 
appeal. And we know also that our efforts 
as individuals to reach our market have 
been ineffective and will continue to be in- 
effective on the basis of the amount of 
money which we can properly allot to it. 

It is time for us to get together in our 
respective communities, to pool a substan- 
tial proportion of our several appropria- 
tions and go in for a single and continuous 
promotional effort aimed directly at making 
our real market fully conscious of its own 
necessity for our unwanted service. We 
have -the facilities to de this ready to our 
hand. <Any good financial advertising 
agency, working in co-operation with our 
state or local associations, can do the job. 


~ 


Study the Public Mind 


AT a meeting of Indiana bankers in 
French Lick, H. G. Weaver, director of 


Let bankers as individuals discuss 
such matters with their local newspaper 
publishers and editors. A little frank- 
ness and long range understanding 
shown by both parties would do 
wonders. 

Certainly, no _ intelligent banker 
would try to repress a news story un- 
favorable to banking. The truth -will 
out. But let the truth of those stories 
favorable to banking secure a com- 
parable channel to the public mind. 


RELATIONS FRONT 


the customer research staff of General 
Motors Corp., had some important 
things to say about learning what the 
public is thinking before trying to 
correct public thought. Here is an ex- 
cerpt from-his talk which is worthy of 
constant reference: 

An OPINION when deeply rooted in the 
public consciousness is just as much of a 
FACT, and just as IMPORTANT a FACT, 
as the scientific findings of our Research 
Laboratories and our Proving Ground. 

And I'd like to add that one of the most 
expensive mistakes in business is to con- 
fuse what people really OUGHT TO 
THINK, with what people ACTUALLY 
DO THINK. 

Much advertising and promotion tals 
short of the mark because it fails to recog- 
nize these important truths. 

The fact that an ad may sound good to 
the advertiser may be a good argument 
against it. 

~ 


Must Educate Depositors 


In Milwaukee, the Wisconsin Bankers 
Association held their annual meeting. 
Merryle Stanley Rukeyser, economic 
columnist and author told the delegates 
that it is the task of the financier to 
make it clear to the public that frittering 
away of national assets is a threat to 
the 64,000,000 life insurance policy 
holders and to tens of millions of own- 
ers of savings accounts—not merely to 
the sixty rich families about which the 
phrasemakers have been so vocal. The 
speaker indicated that while bankers 
were the scapegoats for the last depres- 
sion, the public might blame the polliti- 
cians for the present one. He said: 


The biggest task of the nation is to pro- 
vide food, clothing and shelter for the 
people. Unless progress is continuously 
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made in increasing the quantity and quality 
of goods available for a week’s work, there 
is bound to be popular discontent, and no 
exploitation of seductive slogans will long 
be an acceptable substitute for delivering 
the goods. 


Business Development Requirements 


At the A. I. B. Convention in Louis- 
ville, Ky., a number of contributions 
were made in the sphere of public rela- 
tions. Among the factors relating to 
business development, some particularly 
good points were suggested by W. J. 
Bryan, assistant cashier, Third National 
Bank, Nashville, Tenn. Said Mr. 
Bryan: 


Business development requires the united 
efforts of every individual in the bank. The 
first aim is to render customers the very 
best service possible, which requires effi- 
ciency. A mistake on the part of the new- 
est clerk may result in the loss of an 
account. Those whose work brings them in 
contact with the customers must do it pleas- 
antly and courteously, as well as efficiently. 
In this way a bank develops good-will, 
which in turn develops business for it. 

Every member of the bank should be 
business conscious. They should be ever on 
the look out for opportunities to advance 
the bank’s interest during their time away 
from the bank. Information regarding 
possible new business may be gathered at 
all times. Tellers, bookkeepers and clerks 
run across new business leads while doing 
their routine work. Bookkeepers can be of 
great value by watching accounts for signs 
of decreasing activity. All this information 
is given to the Business Development De- 
partment for attention. This department 
is interested in making business getters out 
of everyone in the bank, and is always avail- 
able for counsel and active assistance, 


~~ 


A Questioning View on Educational 
Advertising 


Atso at Louisville was Parker O. Bul- 
lard, asistant treasurer of the Home 
Savings Bank, Boston, Mass. ' Mr. Bul- 
lard engaged in some thought-provok- 
ing analyses of bank advertising in gen- 
eral. His comments on educational ad- 
vertising were particularly engaging 
Here they are: 


It is difficult to prepare good educational 
and good institutional advertising. The 
answer to both questions seems to depend 
upon the status of public opinion in the 
area served by the bank. To my mind, even 
our best advertising men know too little 


about these matters. Probably good politi- 
cians know more. It is time a bank or group 
of banks spent some money sampling pub- 
lic opinion by means similar to the Gallup 
Poll. The results, of course, could be kept 
confidential and might be very illuminating. 
The questionnaire completed by Professor 
Hepner of Syracuse University was a step 
in that direction. 

The approach to educational advertising, 
however, should be people, not a division of 
economics like business or banking. In other 
words, if we know or can find out by 
sampling what people’s ideas are about 
such subjects, we can then plan our adver- 
tising. Undoubtedly education campaigns 
are greatly needed, but they should be 
something more than telling people how 
wonderful banks are. The public as a rule 
does not like to be educated—that is, in the 
usual terms of the word. If the bank’s 
services were presented from the point of 
view of the customer showing how he bene- 
fits through their use, education will gener- 
ally take care of itself. 


~ 


How to Establish a Public Relations 
Program 


ANOTHER Louisville speaker was Harry 
E. Gail, assistant treasurer, Toledo 
Trust Company, Toledo, Ohio. He ex- 
plained how a public relations program 
was set up in his bank—an admirable 
pattern which other institutions could 
well adapt according to their own re- 
quirements. Here is how a constructive 
customer relations program can be de- 
veloped by anyone who is interested 
enough to give of his time and effort. 
Mr. Gail’s suggestions are: 


We cannot hope to educate the public in 
any considerable number in a few days or 
weeks, but we can in our daily contacts, 
both inside and outside the bank, acquaint 
customers and prospects alike with the good 
points of our banking service and, by exer- 
cise of our personalities, build confidence 
and a friendly feeling toward ourselves and 
that means our business. 

The logical start is to prepare a chart 
showing the entire personnel of your bank 
and listing the duties of each employee. 
From then on it will be a matter of plan- 
ning an active participation in a program 
that will embrace regular meetings of em- 
ployees. 

In our own bank we have study groups 
and selected employees are invited and ex- 
pected to attend. We have meetings of 
key men who are addressed by various 
members of our organization to acquaint 
them with the procedure of their particular 
departments. Key men, in turn, hold meet- 
ings of those under them to exchange ideas 
for betterment of service. 

This tends to develop an alert, informed 
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and interested personnel, which means 
better service and customer satisfaction. 
Employees are rated by chart and an at- 
tempt is made to place them in positions 
best suited to their capabilities. We are 
preparing manuals for the various depart- 
ments and publish a menthly house organ 
as an aid in securing coéperation. 

I realize all of these things I have been 


discussing apply to the larger banks, but 
there is no reason why certain features of 
the Public Relations program cannot be 
adapted to your own institution regardless 
of its size. 

Someone has to accept the responsibility 
and all of you who are concerned with the 
progress of your banks may well show an 
interest in Public Relations work. 


HOW BANKS ARE ADVERTISING 


Cartoon Technique 


A series of bank advertisements featur- 
ing cartoons are being used in New 
York City newspapers by the National 
Safety Bank & Trust Company on be- 
half of the CheckMaster Plan, the orig- 
inal no-minimum-balance checking ac- 
count service. While cartoons have 
been used by the Royal Bank of Canada 
to promote banking services, it is be- 
lieved that this is the first time cartoons 
have been used in this country for that 
purpose. 

The cartoons, drawn by experienced 


ACCOUNT bt ne CERTAINLY 


IT's 
CUT OUT MY * GhachMaster ACCOUNT!” 


The NATIONAL SAFETY BANK. & TRUST C CO. 


This cartoon technique has been de- 
veloped by the National Safety 
Bank & Trust Company and is now 
being used to promote the bank’s 
CheckMaster Plan service. 


comic artists, highlight in humorous 
fashion the uses of the CheckMaster 
Plan. One of them (see illustration) 
shows a patient on the operating table 
about to be mangled by a grim looking 
surgeon. The patient says, “It’s all 
right, Doc, as long as yeu don’t cut out 
my CheckMaster account.” Another in 
the series shows a cave man laboriously 
chipping a “check” out of stone. Two 
other cave men are watching him and 
one turns to the other and speaks the 
caption: “A  CheckMaster account 
would certainly save him a lot of 
work!” 

This institution has been a pioneer 
in advertising to a mass_ banking 
market not previously appealed to in 
connection with checking accounts. 
During the last three years it has been 
advertising the CheckMaster service ex- 
tensively in newspapers with supple- 
mentary campaigns in radio, car cards 
and direct mail. 


— 


Bacon, Breakfast and Banks 


THE above headline is the “stopper” 
used by the Marshall & Ilsley Bank 
(Milwaukee, Wis.) in an ad that pays 
tribute to Milwaukee’s meat-packing 
industry. Copy reads: 


The next time you sit down to your 
breakfast bacon give a thought to the 
meat-packing industry that enables you to 
have it—on any morning of the year you 
choose. 

Bacon is just one of the many food 
products—wholesome, uniform in quality, 
fresh, or preserved—offered us by the 
meat-packing industry with assured, un- 
failing regularity. 

This industry must efficiently organize its 
sources of supply, constantly safeguard its 
methods of processing, and distribute its 
fresh products in the shortest possible time. 

It is an important industry in Wisconsin 
providing annual wages of nearly $3,000,000 
to more than 2,200 workers, besides the in- 
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come afforded thousands of farmers engaged 
in raising livestock. 

Ample bank credit is needed to facilitate 
the rapid transactions that take place in 
meat-packing and distribution. Marshall & 
Ilsley Bank—a Wisconsin bank—is_ well 
equipped to serve the banking needs of this 
Wisconsin industry and those of the families 
and individuals who earn by its activity. 


_ 


A Remarkable and Effective Window 
Display 


HEREWITH illustrated is a display de- 
veloped by The Cleveland (Ohio) Trust 
Company signalizing National Foreign 
Trade week. The display dramatically 
portrays the wide scope of the bank’s 
operations and the importance of for- 
eign trade. It speaks for itself so effec- 
tively that further comment is unneces- 


It’s Not Which Way the Wind Blows 
—But the Way You Set Your Sails 


Tuis intriguing heading initiates an ad 
appearing in the “Fort Madison Sav- 
ings Bank News,” house organ of the 
Fort Madison (lowa) Savings Bank. 
It is, of course, a “house” ad, but it has 
some pretty good savings copy that is 
worth repeating. The copy: 


Some folks stay poor on a big salary; 
others become well-to-do from a modest 
wage. Some get ahead even in hard times; 
others make no progress in prosperity. 

It’s mainly a matter of attitude, the set 
of the sails. Anyone who is not getting 
along well should 

TACK TO THRIFT 

Shift your course to a saving angle and 
let part of your earnings blow into, the 
pages of a bank book. For smooth, safe 
sailing, real advancement, save 

in an ACCOUNT with 
FORT MADISON SAVINGS BANK 


Hundreds of Clevelanders were made conscious of the observance of National 
Foreign Trade Week, May 22-28, by an unusual display erected by The Cleveland 
Trust Company on its Euclid avenue and East Sth street corner, one of the busiest 
corners in the Midwest. The display, pictured above, consisted of arranging a small 
part of the hundreds of letters received by The Cleveland Trust Company every 
week into a huge world map. The unique letter arrangement not only caught the 
eyes of the passing traffic—it presented visual evidence of the far-reaching ramifica- 
tions of Cleveland business as carried on through the bank. 
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New York’s 7 Million Capitalists 


IT isn’t often that a large commercial 
bank publishes an ad about the mutual 
savings banks in its community. But 
that is exactly what the /rving Trust 
Company (New York City) did recently 
in an ad with the above heading. 
Photographic illustration showed five 
of the seven million capitalists prepared 
to make a deposit at a mutual savings 
bank window. Copy tells about the 
number of depositors in mutual savings 
banks in New York State—the fact that 
the total deposits are equivalent to $410 
for every man, woman and child in the 
state—explains how these banks pro- 
mote saving, provide availability of de- 
posited funds, pay interest on deposits. 
The ad tells how each depositor becomes 
a capitalist as part of his funds are 
applied to mortgages and other invest- 
ments, thus creating work and demand 
for materials. Last paragraph reads: 


Mutual Savings Banks find commercial 
banks indispensable in the conduct of their 
daily operations. Irving Trust Company 
does not compete with savings banks—but 
coéperates with many of them in the great 
public service they perform. 


Notes and News 
Ray E. Bauder, head of Bauder-Baker, 


bank advertising agency, was recently 
elected president of the Chicago Finan- 
cial Advertisers Association. He suc- 
ceeds R. W. Dawson, vice-president in 
Chicago of Albert Frank-Guenther Law, 
Inc., who became a director. Robert 
Lindquist, American National Bank & 
Trust Company was named vice-presi- 
dent of the association; Marvin Browne, 
Hearst International Advertising Serv- 
ice, secretary; and John Bodfish, First 
Federal Savings & Loan Association, 
treasurer. Incidentally, Mr. Bauder in- 
vented the system of fingerprint identi- 
fication used by the government during 
the World War and also introduced the 
technique of footprinting new born 


babies. 


The Utah Bankers Association pion- 
eers a new technique in following Orval 
Adams’ idea of bringing banking to 


the public. The climax of the recent 
Association program held in Salt Lake 
City was a public assembly to which 


patrons of the fifty-nine participating 
hanks were invited. Lovely Deanna 
Durbin, the singing Hollywood prodigy 
was the drawing card. But on the same 
program spoke the editor of Nation’s 
Business, Merle Thorpe, who _inter- 
preted current banking problems under- 
standably to a non-banking audience. 
Can it really be that bankers are at last 
applying accepted advertising principles 
to their own fundamental problems? 


Each spring, the Bank for Savings 
(New York City) holds a flower show. 
The bank’s staff must be as competent 
as gardeners (or, shall we say horticul- 
turists?) as they are as bankers. In 
the main office there were 264 exhibits, 
and in the uptown office 60 additional 
exhibits. And quite a cheerful sight 
they made, too. 


Frank A. Arnold has been elected 
vice-president of Edwin Bird Wilson, 
Incorporated, 120 Wall Street, New 
York, in charge of its radio department. 
The advertising agency, which has spe- 
cialized for 22 years in the financial 
field, announced that it recognizes by 
this step the rising interest in radio 
among banks, trust companies and other 
financial services, as well as in the gen- 
eral field of public relations. 

Mr. Arnold was for six years direc- 
tor of commercial development of the 
National Broadcasting Company, fol- 
lowing his resignation as secretary and 
director of the Frank Seaman Advertis- 
ing Agency. For several years he was 
national chairman of the export com- 
mittee of the American Association of 
Advertising Agencies and a trade ad- 
viser of the National Foreign Trade 
Council. Has field activities in trade 
investigation and radio development 
have led him to visit the important cen- 
ters in England, France, Belgium, Hol- 
land, Cuba, Porto Rico and Mexico and 
300 towns and cities of the United 
States. His inside work with the Na- 
tional Broadcasting Company consisted 
of developing the commercial side of 
broadcasting, including advertising pro- 
grams, fitting them to the product and 
adapting their technique to the potential 
audience of the advertiser. Recently he 
has acted as a radio consultant for ad- 
vertising agencies and their clients and 
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has written and spoken extensively on 
advertising subjects. He is the author 
of the book, “Broadcast Advertising, the 
Fourth Dimension,” a television edition 
of which has recently been published. 

Mr. Arnold has also had extensive 
experience in the publication business, 
having been for ten years president and 
general manager of The Suburban 
Press. 


A new series of posters is being dis- 
played by the Lincoln Savings Bank, 
(Brooklyn, N. Y.) Indicative of the 
recent trend towards humanizing sav- 
ings bank advertising, it utilizes the 
“child appeal” as an institution theme 
instead of the more usual display of a 
banking building. The poster shows a 
young lad in overalls pushing a small 
wheelbarrow. With him is a small girl 
who is watering some flowers in the 
garden. A dog is watching the two 
youngsters. This picture takes up the 
left half of the poster. The other half 
comprises the bank’s name. All that is 
needed to complete the sales message 
forcibly is one word—the word GROW- 
ING. The poster has proved most 
effective in attracting favorable atten- 
tion and comment. 


The monthly magazine published by 
the Royal Bank of Canada (Montreal) 
and distributed by the bank to its em- 
ployees all over the world, is conduct- 
ing a Camera Contest—open only to the 
bank’s personnel. Cash prizes are to be 
awarded the winners and an independ- 
ent professional photographer will be 
the judge. Prizes are to be awarded on 
two counts: (1) the interest of the pic- 
ture itself (2) its photographic quality. 
The “Royal Bank Magazine” has in the 
past published a number of unusual 
photographs received from its em- 
ployees. If these can be used as any 
criterion, the judge in this contest is 
going to have a tough time deciding the 
winners. If the response to the contest 
is particularly favorable, it will become 
an annual event. Perhaps a travelling 
exhibit will be arranged to display 
many of the pictures received. 


In June 1638, New Haven, Connecti- 
cut was established, and this year the 
city indulged in a Tercentenary Cele- 
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bration of that event. As its contribu- 
tion to the occasion, the Journal of 
The Union & New Haven Trust Com- 
pany published as an inside spread a 
map of the New Haven Green as it ap- 
peared in the good old days. The vari- 
ous landmarks such as the First Meet- 
ing House, Market House, Stocks & Pil- 
lory, and so on, are included in the map 
together with the dates showing when 
these landmarks were so located. 


A recent ad of the First Wisconsin 
National Bank of Milwaukee brings to 
light the interesting fact that boot and 
shoe manufacturing ranks among the 
first ten dominant industries in the 
Milwaukee area—producing 21 million 
dollars’ worth of goods a year. And 
thirteen of the eighteen leading shoe 
manufacturers do their banking at the 
First Wisconsin. 


The Central Hanover Bank and Trust 
Company (New York City) is offering 
to its customers and friends a new 
booklet, “Three Types of Taxes on 
Securities.” It explains briefly and in 
non-technical language the provisions 
of the new Revenue Act in regard to 
the tax on capital gains and losses, and 
includes additional information of 
definite value to investors. 


Not so long ago the Central National 
Bank of Yonkers, N. Y., ran an ad 
headed “I Am a Million Dollars and 
Want Work.” Written in the first per- 
son, it told how a million dollars of 
the bank’s funds was seeking legitimate 
employment. This ad was so success- 
ful that it was run again, adjacent to 
another of the bank’s ads explaining 
why the first was being re-run, and set- 
ting forth a list of eleven distinct types 
of loans that the bank was prepared to 
make. 


A new series of ads by the Bowery 
Savings Bank is distinguished by the 


words “OLD FASHIONED” worked 
variously into the headlines—such as 
“Seek the OLD FASHIONED Saver.” 
The general theme is that despite mod- 
ern changes, savers prefer the old 
fashioned way embodied in the mutual 
savings idea. In presenting this theme, 
the bank devotes each ad to one dis- 
tinct type of saver, such as the house- 
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wife. Following the copy in_ the 
“housewife” ad there is a little chart 
presenting an outline of fourteen house- 
wifely figures in a row. Beneath the 
chart runs a legend which reads, “Each 
figure in chart represents 7,500 house- 
wives who save at the Bowery Savings 
Bank.” Simliar outline charts are fea- 
tured in each ad. 


“75 Years . . . from Crossroads to 
City” headlines another commemorative 
ad, this one inserted in local news- 
papers by the Fidelity Union Trust 
Company (Newark, N. J.) One of the 
bank’s branches is in East Orange, and 
that city is celebrating its 75th anni- 
versary. The most attractive interior 
decoration of the branch banking 
quarters is a map in the ceiling repre- 
senting East Orange in 1856—a rural 
scene with a few homes, crossroads and 


an abundance of trees. This map is 
reproduced in the ad and forms its 
illustration. 


“ ...on a spot GLORIFIED” is the 
title of an outstandingly attractive 
booklet issued by the Bank of Montreal 
(Montreal, Canada). The “spot” is 
the location of the bank’s head office. 
The booklet tells of the history inter- 
woven with this location, the events 
leading to its choice, and the part it 
now plays in the city’s financial and 
business centers. Of particular interest 
is the description of the present bank 
building. This is told in some detail— 
and told in such a way that the reading 
of it is fascinating. Unusual photo- 
graphs of many interior scenes liberally 
illustrate the text. Printed with brown 
ink on heavy, coated ivory paper the 
booklet, of itself, is “glorified.” 


Who’s who in bank public relations 


I. I. Sperling is one of those fortu- 
nate people who, having been born in 
New York City, now lives someplace 
else. 

After attending the New York public 
schools for a short time, Mr. Sperling 
heeded Horace Greeley’s injunction and 
moved westward to Buffalo, N. Y. 
Later, he continued on to Cleveland 
and was graduated from the Central 
High School of that city. 

He originally planned to return to 
New York and enter Columbia Uni- 
versity to study journalism. But during 
his last two years in high school he 
worked as high school correspondent 
for the Cleveland Plain Dealer and 
upon graduation was persuaded to 
achieve his journalistic education on the 
staff of that paper. 

Thus, from 1915-1919, Mr. Sperling 
got his journalistic education _ first 
hand, acting in almost every conceiv- 
able reportorial and editorial capacity 
—including being a reporter, copy 
editor, feature writer and sports writer. 

Since 1919, Mr. Sperling has been 
with The Cleveland Trust Company, 
most of that time in charge of publicity 
and advertising. In 1929 he was ap- 
84 


I. I, SPERLING 


Assistant Vice President The Cleve- 
land Trust Co., Cleveland, Ohio. 


pointed an assistant vice-president of 
that institution. 


A past president of the Financial 
Advertisers Association (1934-1935), 
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and now a member of the Association’s 
Senior Advisory Council, Mr. Sperling 
is also active in publicity and public 
education matters for the American In- 
stitute of Banking, Ohio Bankers Asso- 
ciation and the Cleveland Clearing 
House Association. In addition, he 
contributed a section to the widely 
used A. B. A. textbook, “Constructive 
Customer Relations.” Furthermore, he 
is a member of the Cleveland Chamber 
of Commerce and the Cleveland Adver- 
tising Club. 

His favorite hobby is writing stimu- 
lating articles (sometimes under a pen 
name) for advertising, business and 
banking publications. As yet, he hasn’t 
gone in for fiction nor the “great Ameri- 
can novel,” but we can make no pro- 
mises on this score as to the future. 

Mr. and Mrs. Sperling (Marion) and 
their two children—Jane, 18 years old, 
and Robert, 10 years—live in the Cleve- 
land Heights section of Cleveland. 
From all accounts they have perfectly 
grand times when vacations roll around. 
They don’t plan in advance but pick 
up on the spur of the moment and 
travel by plane, train, automobile or 
boat as the spirit moves them. One of 
the most enjoyable of these impromptu 
vacations was spent last summer on a 
lake freighter. 

“Sperl” likes to watch most all ath- 
letic contests when the occasion permits. 
While he dabbles a bit in tennis and 
golf, he gets as much (if not more) fun 
out of playing baseball with son 
Robert, who is an enthusiastic member 
and catcher on the school team. If he’s 
pressed hard enough, he remembers his 
track days in high school when he set 
what was then the high jump mark of 
5 feet 2 inches. 

Next year, “Sperl” you and the folks 
just pick up, impromptu-like, and come 
down to see our New York World’s 
Fair. Looks as though it would be 
pretty near as big as the one you all 
had in Cleveland awhile back. 
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JOBS FOR DEPOSITORS 


A Jos finding plan for depositors has 
been instituted by Citizens and South- 
ern Bank and Trust Company of Phila- 
delphia. Designed for patrons and 
former patrons of the bank who have 
used up their savings while out of work, 
the service aims to reéstablish them as 
active depositors. 

The plan does not constitute a public 
employment agency, although authority 
for its operation has been secured from 
Harrisburg. No charge is made for the 
service. Proceedings are confidential. 

Citizens and Southern has issued ap- 
peals to those willing to employ skilled 
and unskilled labor. The large major- 
ity of the positions available for de- 
positors are offered by employers who 
are patrons of the bank. However, 
Major R. R. Wright, president of the 
institution, recently interested a group 
of ministers in the project. 

Major Wright states that he con- 
ceived the job finding scheme while 
hearing the “hard luck stories” of his 
depositors. Results so far indicate that 
patrons are anxious to work rather than 
accept relief, he declares. 

Although at times depositors are not 
qualified for the particular jobs avail- 
able, Major Wright believes his idea 
can be termed a success and could be 
copied with profit by other banks. 


BANKER-FARMER 


BANKERS of Eastern North Carolina 
are rendering the State valuable service 
in financing cattle purchases for feeding 
purposes according to Paul Fletcher 
of the State Department of Agriculture. 
Says Mr. Fletcher: “Bankers are fur- 
nishing money for 4-H Club members 
and vocational agricultural students to 
buy young, feeder cattle on condition 
that they follow approved feeding meth- 
ods and market their beef at the Rocky 
Mount (N. C.) Livestock Show next 
Spring.” 





BOOKS for BANKERS 


Save America First. By Jerome N. 
Frank. New York: Harper & Broth- 
ers. 1938. Pp. xiii-432. $3.75. 


THE title of this volume is an unfor- 
tunate one, for it savors of a sensa- 
tionalism generally associated with writ- 
ings of a flashy, frivolous nature. 

But even the first few pages of read- 
ing dispel this ill-conceived notion. 
There is nothing tinsel about this book; 
the caption belies the contents. It is 
the work of a brilliant and profound 
scholar, with plenty of argument and 
no punches pulled. 

Numerous economists will take ex- 
ception to some of Mr. Frank’s premises. 
Many others will differ with his con- 
clusions. And quite a few will resent 
his viewpoint. But right or wrong, 
the chapters reflect the vigorous intel- 
lectual honesty that has characterized 
the whole of the author’s private and 
public career. 

Now, there are any number of quali- 
fied sociological and economic observ- 
ers. And while there is no lack of 
serious thought devoted to current prob- 
lems, few of our great minds seem able 
to pierce the fog of economic distress 
and determine its basic causes. This is 
because many of our “experts” have 
shirked their share of original thinking 
and have been content to rely, in large 
part, on recognized economic precepts. 
They have accepted these maxims as 
gospel and have revered in them in 
much the same manner that medieval 
students bowed, in unquestioning obe- 
dience, to the writings of Aristotle. 

Thorough students of our economy 
frequently arrive at some disagreeable 
and distressing conclusions. Faced with 
such an outcome, even these hardy souls 
retire in haste to the innermost recesses 
of their mental boudoirs, where they 
pull the covers of concern over their 
heads. But this volume does not adopt 
an escapist attitude, and that is what 
makes it so refreshing and unusual. Mr. 
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Frank has assumed the role of a warn- 
ing prophet, clashing with accepted 
dogmas. And here, let us hope that he 
is spared the brickbats so generally the 
reward of those voicing courageous, 
though unpopular, convictions. 

The author is firmly of the opinion 
that America can make great strides in 
achieving a lasting prosperity that will 
affect all elements of our population. 
It is his belief that this must not be 
attained through recourse to larger 
foreign trade but, in order to endure, 
must be predicated on the principle 
of economic isolation. According to 
Mr. Frank, the United States cannot 
afford to become entangled in European 
affairs so that a temporary improvement 
in domestic industrial and agricultural 
conditions may be witnessed; being 


relatively self-sufficient, the most logical 
plan of action lies in the development 


of our own resources, through read- 
justments in our economic machinery, 
such as a wider distribution of wealth 
and an increase in mass purchasing 
power, the country can achieve a 
higher standard of living. 

Mr. Frank points out that this coun- 
try must learn to produce more and that 
the increase in production must be ac- 
companied by a concomitant decline in 
prices. Only through such a process, 
he contends may further progress re- 
sult. 

“Save America First” deals with 
many aspects of world trade and fi- 
nance. Discussion of practical contem- 
porary problems is paralleled with 
excellent exposition of economic theory. 
The author desires to preserve the profit 
system and maintain our political demo- 
cracy. But he is convinced that this 
can only be accomplished with modifi- 
cations in our economic structure. 

If our thoughts are governed entirely 
by tradition, and you unalterably sub- 
scribe to the principle of stare decisis 
merely because precedent furnishes the 
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normal and generally accepted course 
of action, don’t read this book. It will 
annoy you. Qn the other hand, if you 
are the type who likes to inquire into 
the “reason behind the rule,” and want 
to find out for yourself what makes 
things tick, this volume will prove of 
interest. 
Oscar Laspon. 


MERCHANTS OF Peace. By George L. 
Ridgeway, Associate Professor of His- 
tory, Wells College. New York: Co- 
lumbia University Press. Pp. 419. 
$3.75. 


Tuis striking title is deservedly given 
by the author to those who make up 
the affairs and membership of the In- 
ternational Chamber of Commerce. Its 
membership comprises many of the 
world’s leading bankers, including a 
number from our country, and also rep- 
resentatives of all prominent branches 
of production and trade. The conven- 
tions are held every two years, either 
in some foreign capital or in the United 
States, and their deliberations attract 
wide attention. 

The volume gives an extensive his- 
tory of the founding of the International 
Chamber of Commerce and of the var- 
ious measures the organization has ad- 
vocated for establishing closer trade re- 
lations between the nations of the world. 
It also constitutes an important source 
of economic information relating to in- 
ternational trade. Applicable to present 
conditions are the following views, 
stated at the end of the volume: 


Contemporary civilization requires a re- 
adjustment of relationships between the 
State and those institutions which carry the 
seeds of a new world society. In particu- 
lar, present events demand that the politico- 
economic partnership between the State and 
business in the interest of private gain be 
dissolved. It is a partnership limited to 
no particular trade. All who take divi- 
dends from the control of markets or raw 
materials protected by arbitrarily fixed na- 
tional tariffs or regulations must assume 
responsibility as business partners of the 
military state. Economic nationalists are 
the real armament profiteers. This partner- 
ship has always been a partnership with 
debt. It has become a partnership with 
death. The evolution of a fair and equit- 
able partnership between government and 
business conceived in terms of a broader 
world interest has been slowly taking shape 


in the twenty years of business diplomacy 
represented by the activity of the I. C. C. 
in international affairs. The statesmanship 
of those who have labored through the I. 
C. C. to remove destructive post-war na- 
tionalism with the good sense and practical 
idealism of international business co-opera- 
tion today offers the basis of a new asso- 
ciation between business and government. 
Its effectiveness is dependent upon the ab- 
solute renunciation of war as an instrument 
of national policy by the merchants of peace. 


America is honored by having the 
present president of the International 
Chamber of Commerce, Mr. Thomas J. 
Watson, president of the International 
Business Machines Corporation. 


Money, CREDIT AND BANKING. By Ray 
B. Westerfield. New York: The 
Ronald Press, 1938. Pp. xi-1172. 
$4.50. 


ProressoR WESTERFIELD, in his new 
book on money, credit and banking, 
has presented to the public a volume 
of great length which is encyclopedic in 
character. Fortunately, unlike so many 
books which are of great length, the 
quality is of the highest. Few persons, 
except students, are likely to read it 
from cover to cover and even most stu- 
dents will be prone to skip some of the 
chapters. There will be many people, 
however, who will keep the book on 
their shelves as a work of reference. 
Among them should be a large pro- 
portion of the bankers of the country 
for it provides them with a sound and 
constructive analysis of the basic sub- 
ject matter of their profession—money 
and credit—and of how these are and 
should be used in carrying on bank- 
ing. 

In spite of the fact that bankers have 
been dealing with money and credit 
for generations, how many of them can 
give a sound definition of either or of 
their relationship to each other. The 
first thirteen chapters of this book 
covering over 200 pages are given over 
to a discussion of these matters. 

The next group of chapters take up 
the functions and management of a bank 
and explain how, through deposits, 
loans and discounts, the banker employs 
both money and credit to facilitate busi- 
ness operations. 


The historical background of bank- 
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ing in the United States is presented 
in several chapters. They cover not 
only the early history of banking in 
this country but also a comprehensive 
and critical analysis of the origin and 
development of the Federal Reserve Sys- 
tem. 

There are three chapters devoted to 
the study of foreign exchange and the 
relation of our money to those of other 
countries. 

Substantially the last half of the 
book is given over to an analysis and 
critical examination of the monetary, 
credit and banking developments of the 
last few years. They cover: the steps 
taken to control credit-manipulation of 
the discount rate, open-market opera- 
tions, manipulation of reserve ratios, 
the making of security loans; the emer- 
gency period centering around the bank 
holiday in 1933; the reconstruction of 
banking; the depreciation and devalua- 
tion of the dollar; the purchases of gold 
and silver; the Federal fiscal policy; 
and the Federal experiences in farm and 
urban real estate finance. 


One of the outstanding and distin- 
guishing features of the book is the 
way in which the author tempers his 
economic and banking theory with 
sound, practical common sense. He 
under stands the necessity of developing 
theory as a basis for an understanding 
of his subject matter, yet he never loses 
contact with the kind of problem which 
is experienced in banking. He does 
not hesitate to use mathematics in his 
analysis, but he calls the readers at- 
tention to use of this tool in dealing 
with practical problems. 

This book is comprehensive, sound 
in theory and practice, and construc- 
tive as well as critical. It merits a 
place not only on the banker’s book- 
shelf but also on his desk. 


FacinG THE TAx ProsBLeM. New York: 
Twentieth Century Fund, 330 West 
42nd Street, 1937. Pp. xxiii-606. 54 
tables and charts. $3.00. 


Tuis book is an investigation of the 
country’s entire tax system and a prac- 
tical program for its improvement. The 
research was directed by Carl Shoup, 
School of Business, Columbia Univer- 
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sity, in association with Roy Blough, 
University of Cincinnati, and Mabel 
Newcomer of Vassar College. 

With the purpose of giving the gen- 
eral public a working knowledge of the 
tax problem, the volume surveys the 
existing taxes in the United States; eva- 
luates each in terms of yield, adminis- 
tration, justice and other standards; es- 
timates the probable government ex- 
penses in the next few years to be met 
by taxation; and gives a practical pro- 
gram for improving the tax system. 


_ 


BOOK NOTES 


GA second edition of “A Hundred 
Years of Joint Stock Banking,” by W. 
F. Crick and J. E. Wadsworth, is now 
available (Hodder & Stoughton, Lon- 
don, 15/- net). The original edition, 
which was exhausted some time ago, 
was published early in 1936, and it has 
attracted considerable attention as a 
successful experiment in the presenta- 
tion of banking history on the back- 
ground of general economic develop- 
ment. The subject matter of the book 
is provided largely by original material 
drawn from the records of the Midland 
Bank and its numerous amalgamations. 
An outline of banking history in modern 
times is followed by separate chapters 
dealing with the progress achieved in 
various parts of England, and a num- 
ber of biographical studies are included. 
The book contains .a large amount of 
statistical material and is illusrated by 
portraits and charts. 


“The Banks Under Roosevelt” is the 
title of a new book just published 
and written by J. F. T. O’Connor, 
former comptroller of the currency who 
resigned recently. The book contains a 
summary of the measures taken by the 
Federal Government to ease the bank 
crisis of 1933 and is annotated in order 
to provide a ready reference to copies 
of original documents, laws and court 
decisions. Mr. O’Connor served as 
comptroller of the currency from 1933 
until the middle of April, 1938. The 
book is being published by Callaghan 
& Company of Chicago and will sell for 
$2.50. 
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NEWS DIGEST 


This department presents a compact ‘review of newsworthy developments in the banking 
field during the past month. The news, obtained from many sources, has been carefully 
condensed and arranged by topics. 


Anniversaries 


q The First National Bank of Chicago 
celebrates this month the seventy-fifth 
anniversary of its opening on July 1, 
1863. It took courage to found a bank 
during the troublesome days of the Civil 
War but the First received Charter 
Number Eight under the new National 
Bank Act and started business with an 
initial capital of $100,000. The first 
quarterly statement, published Sep- 


tember 3, 1863, showed total resources 
of $481,848.55. 

Within ten years of its opening the 
bank went through the baptism of the 
great Chicago fire. 


The flames swept 
over the entire bank structure but its 
walls were left standing and a portion 
of the interior was unharmed. The 
safes and vaults withstood the heat of 
the fire and not a security or paper of 
value was destroyed, and all of the 
books were intact. 

By the end of December, 1872, the 
First National Bank had total resources 
of over $4,900,000. Its financial con- 
dition was excellent at the opening of 
the next year, which gave the bank its 
first real test in a money panic. It 
passed through those strenuous days 
meeting all of the demands of its de- 
positors. The successful weathering of 
this crisis greatly enhanced the bank’s 
prestige and it came to be recognized 
as one of the leading banks of the 
middle west. By December 26, 1873, 
total resources had grown to $5,854,000. 

In 1882 the bank moved from State 
and Washington streets to its new build- 
ing at Dearborn and Monroe. This has 
since been the location of the bank, 
though a little more than twenty years’ 
growth made the first building inade- 
quate, and a new structure was erected, 
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eventually occupying the frontage from 
Dearborn to Clark, with entrances from 
both streets. 


Although the First’s original capital 
was $100,000 it soon expanded this to 
the maximum authorized amount of 
$1,000,000. In May, 1882, capital was 
increased to $3,000,000. In 1900 it 
was increased to $5,000,000 and two 
years later was made $8,000,000: in 
1910, $10,000,000; in 1920, $12,500,- 
000; in 1926, $15,000,000; in 1929, 
$25,000,000; and, in 1936, $30,000,000. 
In 1934, in common with many other 
leading banks throughout the country, 
the First sold to the Reconstruction Fi- 
nance Corporation $25,000,000 of pre- 
ferred stock, all of which was retired 
by July, 1936. The surplus fund was 
increased at various times, and is now 
equal in amount fo the capital. 

Three banks have merged with the 
First National: the Union National in 
1900, the Metropolitan National in 
1902, and the Union Trust Company in 
1929. In 1933, the business of the 
First Union Trust and Savings Bank, 
its wholly owned affiliate which con- 
ducted all of the investment, trust, real 
estate loan and savings business, was 
absorbed. Its organization in 1903 was 
prompted by certain advantages accru- 
ing to state banks, due to restrictions 
under the national banking laws. Sub- 
sequent changes in regulations altered 
the situation and the directors believed 
that the best interests of the bank’s 
customers would be served by consoli- 
dating all of its complete facilities 
under one organization. The First Na- 
tional also assumed the deposit liabili- 
ties of the Foreman-State National Bank 
and its state-chartered affiliate in June, 
1931, under an agreement with the 
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Clearing House members and some of 
the principal shareholders of the liqui- 
dating banks. 

Three major factors have contributed 
to the growth of The First National 
Bank of Chicago: Strong management, 
public confidence, and the city’s de- 
velopment, each a complement to the 
others. 

The bank has continued unchanged 
in name and character and has been for- 
tunate indeed in its chief executives. 
The record shows four chairmen, each a 
banker of forty years’ experience. The 
seven presidents have had an average 
of more than a decade in the office and 
a quarter of a century as officers of the 
bank. Each, except the first, who was 
a banker of distinction when the First 
National was organized, served under 
his immediate predecessor as senior 
vice-president. The bank has been 
proud of the esprit de corps of its em- 
ployees, many of whom have spent 
their whole active lives in the service 
of the institution. To a large extent, 
the bank has trained its own staff, and 
it has been a typical institution of this 
country in that it has afforded to men 


the possibility of rising from the hum- 


blest positions to the highest. Thus, 
the bank has continued a homogeneous 
institution with gradual, almost imper- 
ceptable, changes in management and 
personnel. 

The bank’s clientele, too, is remark- 
able in its constancy. Several of the 
bank’s present customers have been on 
the books since 1863, when the bank was 
organized. Many names well known in 
Chicago are on the half-century roster, 
while there are thousands who have 


called the First National their bank for_ 


from one to four decades. 

The bank has progressed steadily 
through periods of prosperity and 
through periods of adversity. In the 
seventy-five years since it opened in 
1863, the First National Bank has in- 
creased its total resources from a few 
hundred thousand dollars to a total well 
over $900,000.000. The official staff is 
headed by John P. Oleson, chairman, 
Edward E. Brown, president; Bentley 
G. McCloud, R. Frank Newhall (also 
cashier), James B. Forgan and Harold 
V. Amberg, executive vice-presidents. 
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Associations 


@ At the annual convention of the 
American Institute of Banking held last 
month Milton F. Barlow, cashier of the 
National Citizens Bank of Mankato, 
Minn., was elected president. He suc- 
ceeds Frank R. Curda, cashier of the 
City National Bank and Trust Company 
of Chicago, who has served during the 
past year. 

Harry R. Smith, assistant vice-presi- 
dent of the Bank of America National 
Trust and Savings Association, San 
Francisco, Calif., was elected vice-presi- 
dent. 

More than 1,500 representatives of 
the 236 chapters of the Institute at- 
tended the convention and heard na- 
tionally prominent bankers from all 
sections of the country who addressed 
them at special banking conferences. 

The following were elected to places 
on the Executive Council: David L. 
Colby, assistant vice-president, Boat- 
men’s Natienal Bank of St. Louis, Mo.; 
Albert F. Newman, assistant cashier, 
National Bank: of Commerce and Trust 
Company, Providence, R. I.; J. A. 
Reagan, vice-president and cashier, 
Peoples Bank and Trust Company, 
Rocky Mount, N. C.; and Elmer M. 
Volkenant, assistant cashier, First Na- 
tional Bank, St. Paul, Minn. 

Philadelphia Chapter of the Institute, 
for the third successive year, was 
awarded the N. W. Ayer & Son Cup, 
given for notable achievement in the 
organization and development of pub- 
licity in the interests of the Institute. 
Having won the cup three times, Phila- 
delphia Chapter retains permanent pos- 
sission of it. Denver, Colo., Chapter 
was awarded the American Institute of 
Banking Plaque, given to the chapter 
for “the most effective and outstanding 
publicity.” This plaque award was 
only open to competition by chapters 
with a membership of 500 or less. 

Camillo G. Pozzo, editor of the Essex 
County Banker, Newark, N. J., was 
awarded the special certificate for chap- 
ter papers in the group with a member- 
ship of above 500, and Lawrence F. 
Elison, editor of Anthracitems, the of- 
ficial publication of the Pottsville, Pa., 
chapter, received the award for the 
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chapter below that number. The two 
editors received engrossed certificates 
containing the name of the chapter and 
also their own names. 

The awards were based on material 
presented in the chapter publicity dis- 
play at the convention. 


The National Public Speaking Con- 
test for the A. P. Giannini Educational 
Endownment prizes on the subject, “A 
Program for the Improvement of a 
Bank’s Relationship to the Public,” was 
won by Joseph W. Hanson, Jr., of the 
Williamsburgh Savings Banks, Brook- 
lyn, N. Y. The Public Speaking Con- 
test was the opening feature of the in- 
stitute’s convention. Mr. Hanson re- 
ceived $500. Other prizes awarded were 
as follows: second prize of $300, Roland 
T. Carr, Riggs National Bank, Wash- 
ington, D. C.; third prize of $200, 
Joseph C. McCoy, Security-First Na- 
tional Bank, Long Beach, California; 
fourth prize of $100, George S. Allen, 
Harris Trust and Savings Bank, Chi- 
cago. 

Chicago Chapter of the American In- 
stitute of Banking won the National 
Convention Debate on the question, 
“Resolved, That the United States 
Should Adopt and Preserve a Policy 
of Isolation in International Affairs.” 
They argued the negative side against 
the Waco, Texas, Chapter, which had 
won the right to compete against Chi- 
cago by defeating Sacramento Chapter 
in the semi-final debate. The Chicago 
team was composed of: Philips Spar- 
ling of the First National Bank, Lau- 
rence R. Cooper of the Harris Trust and 
Savings Bank, and Frank A. Rapouska 
of the Greenebaum Investment Com- 
pany. 

Grand Rapids, Michigan, was se- 
lected as convention city for 1939. 
Boston is expected to extend an invita- 
tion for 1940. 


Bank Earnings 


{| AccorDING to a report recently re- 
leased by the Bulletin of Business Re- 
search total operating income of the 
Ohio banks in 1937 was only about 
$8,000,000 higher than in 1933. Net 
earnings were materially better, how- 


ever, because charge-offs in 1937 were 
only $11,488,000 compared with $32,- 
077,000 in 1933. 


Following are the earnings and ex- 
penses of Ohio state banks for 1937 
(000 omitted) : 

1937 
(462 
Earnings: Banks) 
Interest on loans 
Income on securties.............. 15,728 
Service charges 1,888 
Rentals 3,671 
Trust department fees............ 
Other operating income 


Total operating income......... 52,414 


Expenses: 
Salaries and wages............... 
Interest on deposits 
Interest on borrowed money 
Taxes paid 
Other operating expenses......... 


13,428 
12,308 
1,275 
4,146 
9,799 


40,956 
11,459 


Total operating expenses...... 
Net operating income 
Add: Recoveries and non-rec. i 
come 8,025 


Total income before charge-offs.... 19,484 
Deduct: 
ie We. SON ok basins Ames 
I.oss on securities 
Cae WAN es oct ee tan ees 


4,954 
3,537 
2,997 
11,488 


7,995 


Total charge-offs..............6.- 


Net earnings or loss (—) 
Dividends paid 
*Invested captial 
Per Cent. Net earnings or loss to 
invested capital 
Per Cent. Dividends to invested 
capital 


162,431 


*Invested capital consists of capital, capital 
notes or debentures, surplus, undivided profits 
and reserves, 


q At the meeting of the Board of Trus- 
tees of The New York Trust Company 
held June 15, a quarterly dividend of 
five per cent. on the Capital Stock 
of the company was declared payable 
July 1, 1938, to stockholders of record 
at the close of business on June 18, 


1938. 


Bank Examinations 


q The iron of compromise has smoothed 
out all difference of opinion between 
the Federal Reserve Board headed by 
Chairman Eccles and other government 
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agencies on the matter of uniform bank 
examinations and the final draft of the 
plan was approved by President Roose- 
velt on June 24. As the plan now 
stands its gives considerably greater 
freedom to banks in selecting invest- 
ments and particularly opens to small 
businesses hitherto unobtainable bank 
credit. 

Important in the new plan is the 
provision that bankers may make com- 
mercial loans for a period of longer 
than nine months without necessarily 
having these loans criticized as “slow” 
by examiners. Other provisions make 
it possible for banks under the regula- 
tion of the Comptroller of the Currency 
to invest in the securities of small lo- 
cal businesses although these securities 
may not be listed on the large ex- 
changes and rated by private rating 
agencies. The appraisal of the bonds 
in a bank’s portfolio is no longer tightly 
bound to the market quotations and the 
ratings of private agencies. In the ap- 


praisal of bonds after July 1, neither 
appreciation nor depreciation will be 
taken into consideration in the case of 
those in the high-grade classification and 
in the case of bonds distinctly or pre- 


dominantly speculative value will be 
fixed at the average market price for 
eighteen months just preceding the date 
of examination and only 50 per cent. 
of the net depreciation from cost (if 
any) will be deducted in computing the 
net sound capital of the bank. 

The definition of “marketability” of 
securities has been revised to require 
only that an eligible bond “must be 
saleable under ordinary circumstances 
with reasonable promptness at a fair 
value.” The requirement that a security 
must be of sufficient size to make mar- 
ketability possible has been omitted. 
If the issuer can demonstrate his ability 
to service the security in question, it is 
no longer necessary for the security to 
have wide public circulation, Although 
banks are now permitted by the new 
regulations, as they will be issued by 
the Comptroller of the Currency, to in- 
vest in long-term securities, these must 
be amortized so that within ten years 
75 per cent. of the principal will have 
been paid. 
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Personal 


q Walter Sievers has been appointed 
an assistant cashier of the Bank of the 
Manhattan Company, New York, effec- 
tive as of June 9. Mr. Sievers is lo- 
cated at the Broadway and 40th Street 
office of the bank. 


q Samuel N. Pickard, president of the 
National Manufacturers Bank of Nee- 
nah, Wis., has been elected president 
of the Wisconsin Bankers Association. 


q The Guaranty Trust Company of New 
York has announced the appointment 
of Thomas P. Jerman as an assistant 
treasurer and of Reginald T. W. Cleave 
as an assistant secretary at the London 
office. 


G William H. Schroeder, junior vice- 
president of the Citizens National Trust 
and Savings Bank, Los Angeles, and 
manager of the foreign trade depart- 
ment of that institution, has been 
awarded a bronze plaque by the Los 
Angeles Chamber of Commerce at the 
conclusion of the recent Foreign Trade 
Week observance in recognition of 
“outstanding service to the cause of for- 
eign trade in the Los Angeles area dur- 
ing the year 1937.” 


q Thomas A. Wilson, president of the 
Marine Midland Trust Company, Bing- 
hampton, N. Y., has been elected presi- 
dent of the New York State Bankers 


Association. 


q W. E. Pearson, president, First Na- 
tional Bank at Lovell, Wyo., has been 
elected president of the Wyoming Bank- 
ers Association. 


@ Charles A. Boone, executive vice- 
president of the First Huntington Na- 
tional Bank, Huntington, W. Va., has 
been elected president of the West Vir- 
ginia Bankers Association. 


q Frank P. Powers, president, Kanabec 
State Bank, Mora, Minn., has been 
elected president of the Minnesota 
Bankers Association. 


@ General Charles G. Dawes, chairman, 
City National Bank and Trust Company, 
Chicago, is back at his desk fully re- 
covered from his recent appendicitis 
operation. 
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q Joseph E. Healy, president, Citizens 
National Bank, Hampton, Va., has been 
elected president of the Class of 1938 
at the Graduate School of Banking in 
New Brunswick, N. J. 


Lloyd Spencer, cashier of the First 
National Bank of Hope, Ark., has been 
elected president of the Arkansas Bank- 
ers Association. 


q A. E. Huntsinger, cashier of the Citi- 
zens State Bank, Vaughn, N. M., has 
been elected president of the New 
Mexico Bankers Association. 


qj. A. Chesney, first vice-president 
and cashier of the Uintah State Bank, 
Vernal, Utah, has been elected presi- 
dent of the Utah Bankers Association. 


q John N. Thomson, cashier of the 
Bank of Centerville, Centerville, S. D., 
has been elected president of the South 
Dakota Bankers Association. 


GJohn J. Ghingher, president of the 
National Central Bank of Baltimore, 
Md., has been elected president of the 
Maryland Bankers Association. 


qR. C. Clark, president of the Bellows 
Falls Trust Company, Bellows Falls, 
Vermont, has been elected president of 
the Vermont Bankers Association. 


q Clarence L. Robey, president, Pur- 
cellville National Bank, Purcellville, 
Va., has been elected president of the 
Virginia Bankers Association. 


q Earl B. Bolte, vice-president, First 
Security Bank of Idaho, Gooding, 
Idaho, has been elected president of the 
Idaho Bankers Association. 


{Sherman N. Shumway, president, 
Merrill Trust Company, Bangor, Maine, 
has been elected president of the Maine 
Bankers Association. 


q{H. Raymond Fox, vice-president and 
secretary of the Union Trust Company, 
Providence, R. I., has been elected 
president of the Rhode Island Bankers 


Association. 


4] T. B. Weatherbee has been transferred 
from manager of the Los Angeles, Cal., 
branch of the Canadian Bank of Com- 
merce to manager of the Montreal 
branch. He has been connected with 
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the bank for 30 years, and in 1931 es- 
tablished the Los Angeles branch which 
has attained remarkable growth under 
his direction. 


q Axel Nelson, president of the Rich- 
land National Bank, Sidney, Mont., has 
been elected president of the Montana 
Bankers Association. 


qJ. E. W. Stephenson has been ad- 
vanced from manager of the Montreal 
branch of the Canadian Bank of Com- 
merce to superintendent of the main 
office in Toronto. 


q Endorsement of P. D. Houston, chair- 
man of the board of the American Na- 
tional Bank of Nashville, Tennessee, 
was given by the Tennessee Bankers 
Association in the form of a resolution 
adopted at their recent convention 
recommending him for the position of 
second vice-president of the American 
Bankers Association. The resolution 
read in part: 

“Be it resolved that the Tennessee 
Bankers Association in convention as- 
sembled . . . endorse P. D. Houston 
for the high and honored office of sec- 
ond vice-president of the American 
Bankers Association, subject to the elec- 
tion to be held at the Houston (Texas) 
convention in November, 1938.” 


Personnel 


@ There may be a tip for bank execu- 
tives in a recent article by Walter D, 
Fuller, president of The Curtis Publish- 
ing Company. Writing in Executives, 
the service bulletin of the Metropolitan 
Life Insurance Company, Mr. Fuller 
has given his own and his firm’s con- 
ception of “The Human Side of Man- 
agement.” The most important rule 
for executives is to remember the 
Golden Rule and to forget all preju- 
dices; loose-rein management encour- 
ages greater competency among em- 
ployes than a dictator rule. 

“It is the manager’s job,” says Mr. 
Fuller, “to see that the people in his 
employ have a general knowledge of 
the activities of the company, a real 
loyalty to the concern, a great interest 
in its success, and a definite sense of 
responsibility.” 

In the author’s own organization all 
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new employes are given a thorough 
training to acquaint them with their 
own duties and with the general 
methods of the firm. All workers are 
kept informed of company policy 
through literature distributed to them, 
through text-books, bulletin-board no- 
tices, and through their immediate 
supervisors. Through the use of quanti- 
tative and qualitative performance 
records for each employe, a system of 
rewards is maintained. High grades 
of accomplishment earn extra pay- 
ments or salary increases. 

Modern analytical management pays 
best in the long run, Mr. Fuller be- 
lieves. It gives greater opportunity to 
the individual worker, stimulates loyalty 
and originality, increases savings and 
profits. 


q Employes of the Mutual Bank and 
Trust Company, St. Louis, Mo., have 
been voted a mid-year bonus of 5 per 
cent. of their salaries for the first six 
months of 1938 payable June 30. 


G Hugh McCulloch, the first Comp- 
troller of the Currency, had this to say 
about the personnel of a bank: 

“Pay your officers such salaries as 
will enable them to live comfortably 
and respectfully without stealing, and 
require of them entire services. If an 
ofhcer lives beyond his means, dismiss 
him. Even if his excess of expenditures 
can be explained consistently with his 
integrity, still dismiss him. A man can- 
not be a safe officer of a bank who 
spends more than he earns.” 


Western Trade 
@ Far Western trade shows marked 


stabilty in comparison with the rest of 
the country, according to Bank of 
America’s Business Review for May, re- 
cently released. 

The Twelfth Federal Reserve Dis- 
trict’s seasonally adjusted index of de- 
partment store sales stood at 90 per 
cent. of its 1923-25 daily average for 
May. This is a drop of only one point 
from April, a point higher than March, 
and only three points lower than Janu- 
ary. In the country as a whole the 


Ri 


index lost two to four points during 
each of the past five months. 

An important factor in the stability” 
of purchasing power in the western” 


area, notes Bank of America’s review, | 
is the great diversity of industries in” 


contrast to many parts of the country” 
which are principally dependent upoag 
one or two major industries. 


Convention Dates 


GENERAL 
August 22-September 2—Pacific Northil 
west Banking School, The University 
of Washington, Seattle. 
October 11-13—Morris Plan Bankers! 
Association. The Greenbrier, White 
Sulphur Springs, West Va. 


October 31-November 2—National For 
eign Trade Convention, Hotel Com- 


modore, New York. 3 


October 31-November 3—Financial Ad. 


vertisers Association. 
Texas. 

November 14-16—National Association” 
of Bank Auditors and a 
Houston, Texas. 

November 14-17—American Bankers” 
Association. Rice Hotel, Houston, 
Texas. a 

November 14-17—Association of Bank: 
Women. Houston, Texas. 4 


Fort Worth, 


STATE AND SECTIONAL 

July 11-15—North Carolina Bankers) 
Association. University of No 
Carolina, Chapel Hill. 4 

August. 24-27—Virginia Bankers Con- 
ference. University of Virginia, Chare) 
lottesville. 

September 8—Delaware Bankers Ass 
ciation. Hotel Henlopen, Rehebothy 

September 8-9—Maine Savings Banks 
Association. Rangeley Lakes Hotel, 
Rangeley. 

September 13-15—Kentucky Bank 
Association. Lafayette Hotel, Lex: 
ington. ¥ 

September 29-30—Mid-Continent Trust 
Conference. Stevens Hotel, Chicago, 

October 21-27—New York Savings) 
Banks Association. Nassau Cruis€ 
on Motorliner Kungsholm. 

November 9-11—Pacific Coast Trust i 


Conference. San Francisco, Calif. 


ay 
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